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I. REAL PARTY IN INTEREST 

The real party in interest is Trans Texas Holdings Corp. 

II. RELATED APPEALS AND INTERFERENCES 

There was a previous appeal (Appeal No. 2009-001227) involving claims 
34-41, which was decided June 4, 2009. 

There were two previous decisions on appeal in related Reexam Serial 
Numbers 90/005,841 and 90/005,842 that were decided May 26, 2006, the Appeal 
Serial Numbers of which are 2005-2642 and 2005-2643, respectively. The Board 
decisions on these appeals were appealed to the Federal Circuit as Federal Circuit 
case numbers are 2006-1599 and 2006-1600, respectively. The Federal Circuit 
consolidated these appeals and issued a decision that is reported at 498 F.3d 1290 
(Fed. Cir. 2007). 

III. STATUS OF THE CLAIMS 

Claims 1-33 and 42-45 have been canceled. Claims 34-41 and 46-61 are 
pending and are rejected. The rejection of claims 34-41 and 46-61 is being 
appealed. 

IV. STATUS OF AMENDMENTS 

Appellant filed amendments after final rejection to claims 46-53 on 
December 2, 2009. The amendments were not entered by the Examiner. 
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V. SUMMARY OF CLAIMED SUBJECT MATTER 1 

Independent claim 34 is directed to an electronic inflation-adjusted financial 
instrument stored in a data storage device. {See Fig. 1; specification, pg. 10, 11. 1-2 
[describing Deposit Funds Available Data File 16 ("DFADF")], and 11. 20-21 
[describing Loan Funds Desired Data File 20 ("LFDDF")]). The claim also recites 
a principal component stored in a data storage device, the principal component 
being periodically adjusted for inflation based on the Consumer Price Index (CPI) 
to obtain an inflation-adjusted principal component (Figs. 1-2; specification, pg. 
11, 11. 12-26; pg. 13, 11. 4-36). An accrual component stored in a data storage 
device is also included, the accrual component including an interest rate fixed for a 
term of the financial instrument. (Figs. 1-2; specification, pg. 10, 11. 13-15; pg. 11, 
11. 12-26; pg. 12, 11. 7-20). The periodic interest payments are paid based on the 
inflation-adjusted principal component at the time said periodic interest payments 
are paid. (Figs. 1-2; specification, pg. 11, 11. 22-36; pg. 15, 11. 1-19). The inflation- 
adjusted principal component is payable at the end of the term. (Figs. 1-2; 
specification, pg. 1 1, 11. 22-36; pg. 15, 11. 1-19). 

Independent claim 38 is directed to an electronic inflation-adjusted financial 
instrument stored in a data storage device (FIG. 1; specification, pg. 10, 11. 1-6, 20- 

1 Parentheticals citing to support in the specification for the claim language are exemplary and 
not meant to indicate that the specific citations are the only support in the specification for the 
claim language. 
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25; pg. 14 11. 5-9; pg. 20 11. 4-6). The instrument includes a principal component 
stored in a data storage device. (Figs. 1-2; specification, pg. 11, 11. 12-26; pg. 13, 
11. 4-36). The instrument also includes an accrual component stored in a data 
storage device, where the accrual component has fixed and variable interest 
components payable periodically. (Figs. 1-2; specification, pg. 11, 11. 12-26; pg. 
13, 11. 4-36). Additionally, the variable interest component of the instrument is 
adjusted for inflation based on the Consumer Price Index (CPI). (Figs. 1-2; 
specification, pg. 11, 11. 12-26; pg. 13, 11. 4-36). The principal component of the 
instrument is payable at the end of a term of the financial instrument. (Figs. 1-2; 
specification, pg. 11, 11. 22-36; pg. 15, 11. 1-19). 

Independent claims 46 and 50 are directed to a dataprocessor 8 suitably 
configured to perform the functions described above. (Fig. 1; specification, pg. 12, 
11. 7-9). Similarly, independent claims 54 and 58 are directed to methods for 
adjusting a financial instrument for inflation that include certain functions 
performed by a dataprocessor 8. (Figs 1-4; specification pg. 12, 11. 7-9). 

VI. GROUNDS OF REJECTION TO BE REVIEWED ON APPEAL 

Claims 46-53 stand rejected under 35 U.S.C. § 112, second paragraph, as 
allegedly failing to particularly point out and distinctly claim the subject matter of 
the invention. 
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Claims 34-41 and 46-61 stand rejected under 35 U.S.C. § 101 as allegedly 
being directed to non-statutory subject matter. 

VII. ARGUMENT 

A. Claims 46-53 Are Not Indefinite 

Claims 46-53 were rejected under 35 U.S.C. § 112, second paragraph as 
allegedly failing to particularly point out and distinctly claim the subject matter of 
the invention. Appellant respectfully disagrees. 

Claim 46 is representative, and recites: 

46. A dataprocessor suitably configured to: 

periodically adjust a principal component of a financial 
instrument for inflation based on the Consumer Price Index (CPI) to 
obtain an inflation-adjusted principal component; 

compute an accrual component of said financial instrument, 
said accrual component including an interest rate fixed for a term of 
the financial instrument; 

wherein periodic interest payments are paid based on the 
inflation-adjusted principal component at the time said periodic 
interest payments are paid; and 

wherein the inflation-adjusted principal component is payable 
at the end of the term. 

Claim 46. In rejecting claims 46-53, the Office states, "claims 46 and 50 recite a 
data processor, but the body of the claim recites only method steps. It is unclear if 
the claim is directed to a method or an apparatus. The Appellant cannot claim the 
data processor with limitations directed solely to a method or process steps." Final 
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Office Action at p. 2. However, there is no question that the claim is directed to an 
apparatus because the preamble is unequivocal: "A dataprocessor suitably 
configured to[.]" The Office's issue with the manner in which the claimed 
apparatus is defined — through functional limitations — is legally unfounded. 

It has long been the law that structures may be defined in terms of the 
functions they are configured to perform. See In re Swinehart, 439 F.2d at 212 
("In our view, there is nothing intrinsically wrong with the use of [functional 
language] in drafting patent claims."); In re Venezia, 530 F.2d 956, 959 (CCPA 
1976) (holding that a claim reciting the language "may be slideably positioned" 
was definite and explaining that the language "limits the structure of the housing 
to those configurations which allow for the completed connector assembly 
desired") (emphasis added). The use of "configured to" to introduce functional 
limitations is also appropriate. See Ex parte Boudry, Appeal No. 2000-1978, slip 
op. at 6-7 (B .P.A.I. Aug. 21, 2001) (non-binding). Accordingly, the claim is 
definite and the rejection must be reversed. 

Moreover, to the extent the Office was trying to apply the Federal Circuit's 
holding in IPXL, it failed. In IPXL, the court determined that an apparatus claim 
that included a method step for using that apparatus was indefinite. IPXL 
Holdings, L.L.C. v. Amazon.com, Inc., 430 F.3d 1377, 1384 (Fed. Cir. 2005). In 
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particular, the court was considering the following language from dependent claim 
25: 

The system of claim 2 [including an input means] wherein the 
predicted transaction information comprises both a transaction type 
and transaction parameters associated with that transaction type, and 
the user uses the input means to either change the predicted 
transaction information or accept the displayed transaction type and 
transaction parameters. 

Id. (emphasis added by court). The court held that claim 25 recited both the 
system of claim 2 and a method for using that system and concluded, "[t]hus, it is 
unclear whether infringement of claim 25 occurs when one creates a system that 
allows the user to change the predicted transaction information or accept the 
displayed transaction, or whether infringement occurs when the user actually uses 
the input means to change transaction information or uses the input means to 
accept a display transaction." Id. By contrast, claims 46-53 of the present 
application contain no such ambiguity because the rejected claims do not include a 
method for using the dataprocessor. 

For at least these additional reasons, the rejection of claims 46-53 must be 
reversed. 

B. Claims 34-41 and 46-61 Are Directed to Statutory Subject Matter 

Claims 34-41 and 46-61 were rejected under 35 U.S.C. § 101 as allegedly 
being directed to non-statutory subject matter. Appellant respectfully disagrees. 
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1. Claims 34-41 are Directed to Statutory Subject Matter 

Claims 34-41 are directed to statutory subject matter because they are 

directed to a data storage device, which is statutory subject matter under 35 U.S. C. 

§ 101 because it is tangible. Claim 34 is representative, and recites: 

34. An electronic inflation-adjusted financial instrument stored in a 
data storage device comprising: 

a principal component stored in a data storage device, the 
principal component being periodically adjusted for inflation based on 
the Consumer Price Index (CPI) to obtain an inflation-adjusted 
principal component; 

an accrual component stored in a data storage device, the 
accrual component including an interest rate fixed for a term of the 
financial instrument; 

wherein periodic interest payments are paid based on the 
inflation-adjusted principal component at the time said periodic 
interest payments are paid; and 

wherein the inflation-adjusted principal component is payable 
at the end of the term. 

Claim 34. 

By its terms, claim 34 requires a physical data storage device. Nothing in 
the specification suggests that the claimed "data storage device" reads on non- 
statutory subject matter, nor has the Office suggested otherwise. As a result, it is a 
patent-eligible "manufacture." See Ex parte Mazarra, Appeal No. 2008-4741, slip 
op. at 20 (B.P.A.I. Feb. 5, 2010) (non-binding) (finding physical computer 
readable media qualifies as a manufacture under Diamond v. Chakrabarty, 447 
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U.S. 303, 308 (1980)). The presence of descriptive material stored on the device — 
the claimed components — does not alter its status under Section 101. In re 
Warmerdam, 33 F.3d 1354, 1360-61 (Fed. Cir. 1994) (holding claim directed to 
machine having a memory containing certain data was statutory). Rather, such 
descriptive material bears only on the patentability analysis under Sections 102 
and/or 103 (not Section 101), as explained in the August 24, 2009 Interim 
Guidelines: 

• The functional/non-functional distinction is not an inquiry under 101. The 
101 inquiry is whether a claim directed to one of the four statutory 
categories is wholly directed to a judicial exception. 

• A tangible medium including a computer program should be evaluated to 
determine if there is a functional relationship between the computer program 
and the medium for purposes of distinguishing over prior art, not for subject 
matter eligibility. 

Interim Examination Instructions For Evaluating Subject Matter Eligibility Under 
35 U.S.C. § 101 (August 24, 2009) at slide 1 1 2 ; see also id. at p. 4 section II.A.(c) 
(explaining that stored data is evaluated for prior art purposes, not statutory subject 
matter eligibility). For at least these reasons, the statutory subject matter rejection 
of claims 34-41 should be reversed. 



2 The Interim Guidelines are at http://www.uspto.gov/patents/law/comments/2009-08- 
25_interim_l 0 l_instructions.pdf. 
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2. Claims 46-53 are Directed to Statutory Subject Matter 

Claims 46-53 are directed to statutory subject matter because the claimed 
dataprocessor qualifies as a machine and/or manufacture under Section 101. Claim 
46 is representative, and recites: 

46. A dataprocessor suitably configured to: 

periodically adjust a principal component of a financial 
instrument for inflation based on the Consumer Price Index (CPI) to 
obtain an inflation-adjusted principal component; 

compute an accrual component of said financial instrument, 
said accrual component including an interest rate fixed for a term of 
the financial instrument; 

wherein periodic interest payments are paid based on the 
inflation-adjusted principal component at the time said periodic 
interest payments are paid; and 

wherein the inflation-adjusted principal component is payable 
at the end of the term. 

Claim 46. 

The Office admits that claim 46 is "directed to a data processor," but states 
that the claim is non-statutory because "there are no structural elements cited in the 
body of [the] claim." Final Office Action at p. 3. The Office's analysis fails. 

It is undisputed that a dataprocessor is a machine and/or a manufacture that 
is patent-eligible under Section 101. See In re Ferguson, 558 F.3d 1359, 1364 
(defining "machine"). Furthermore, and as explained above, it is also entirely 
appropriate to define a structure in terms of its function. See In re Swinehart, 439 
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F.2d at 212 ("In our view, there is nothing intrinsically wrong with the use of 
[functional language] in drafting patent claims."); In re Venezia, 530 F.2d at 959 
(holding that a claim reciting the language "may be slideably positioned" was 
definite and explaining that the language "limits the structure of the housing to 
those configurations which allow for the completed connector assembly desired") 
(emphasis added). Moreover, the use of "configured to" to introduce functional 
limitations is also appropriate. See Ex parte Boudry, slip op. at 6-7. Accordingly, 
claims 46-53 are directed to a machine that is properly defined in functional terms, 
and the rejection should be reversed. 

Furthermore, Example claim 2 of the Interim Guidelines shows why claims 
46-53 are patent-eligible. Example claim 2 recites: 

Claim 2. A machine for evaluating search results, comprising: 

- a microprocessor coupled to a memory, 

- wherein the microprocessor is programmed to evaluate search 

results by: 

• sorting the results into groups based on a first 

characteristic; 

• ranking the results based on a second characteristic 

using a mathematical formula [fj; and 

• comparing the ranked results to a predetermined list of 

desired results to evaluate the success of the 
search. 

Interim Guidelines, at slide 9. Just like the claimed dataprocessor, the 
microprocessor in Example claim 2 is defined by the functions it is programmed to 
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perform. The Office's determination that Example claim 2 is statutory despite the 
functionally-defined microprocessor applies with equal force here. 



3. Claims 54-61 are Directed to Statutory Subject Matter 

Claims 54-61 are directed to statutory subject matter because they are tied to 

a particular machine, and therefore satisfy Bilskfs machine-or-transformation test. 

Representative claim 54 recites: 

54. A method for adjusting a financial instrument for inflation 
comprising: 

periodically adjusting a principal component of said financial 
instrument for inflation, the periodically adjusting performed by a 
dataprocessor based on the Consumer Price Index (CPI) to obtain an 
inflation-adjusted principal component; 

computing an accrual component of said financial instrument, 
said accrual component including an interest rate fixed for a term of 
the financial instrument, said computing performed by the 
dataprocessor ; 

wherein periodic interest payments are paid based on the 
inflation-adjusted principal component at the time said periodic 
interest payments are paid; and 

wherein the inflation-adjusted principal component is payable 
at the end of the term. 

Claim 54 (emphasis added). 

The Office states that "Applicant's method steps are not tied to a particular 
machine and do not perform a transformation. Thus, the claims are non-statutory." 
Final Action at p. 3. The Office fails to address that the claimed "periodically 
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adjusting" and the claimed "computing" are performed by a dataprocessor. This 
failure alone merits reversal because the Office has not established a prima facie 
Section 101 rejection. See Ex parte Masaoka, Appeal No. 2007-4221, slip op. at 9- 
10 (B.P.A.I. May 20, 2008) (non-binding) (failure to address limitation in making 
obviousness rejection merited reversal). 

Moreover, the claim is statutory because the claimed dataprocessor is a 
particular machine to which the claimed periodically adjusting and computing are 
tied. The claimed dataprocessor is a meaningful limitation on the scope of the 
claim because other structures for performing the claimed steps could have been 
claimed instead, see Gottschalkv. Benson, 409 U.S. 63, 71-72 (1972) (holding that 
the claimed digital computer did not limit the claimed "mathematical formula" 
because the formula had "no substantial practical application except in connection 
with a digital computer") (emphasis added), and its involvement represents more 
than insignificant extra-solution activity because it performs both the periodically 
adjusting and the computing. Accordingly, claim 54 is a statutory process, and the 
rejection should be reversed. 

Furthermore, Example claim 5 of the Interim Guidelines shows why claims 

54-61 are patent-eligible. Example claim 5 recites: 

Claim 5. A method of evaluating search results, comprising: 

- sorting the results into groups based on a first characteristic; 
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- ranking the results based on a second characteristic; and 

- comparing, using a microprocessor , the ranked results to a 

predetermined list of desired results to evaluate the 
success of the search. 

Interim Guidelines, at slide 15. As the Office explains in Interim Guidelines, 
Example claim 5 is directed to statutory subject matter because the claimed 
comparing step - just like the claimed periodically adjusting and the claimed 
computing steps - requires a particular machine (the claimed microprocessor), and 
that machine imposes a meaningful limit and is more than insignificant extra- 
solution activity. Specifically, the Office states that "the step of comparing is 
central to the method invented by applicant - it is not a mere field-of-use or 
insignificant extra-solution activity." By this same reasoning, claim 54 is 
statutory. 
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C. Conclusion 

For at least the reasons presented above, the rejections of the appealed 
claims should be reversed. 

Respectfully submitted, 

S. Scott Gordon 
Reg. No. 57294 

FULBRIGHT & JAWORSKI L.L.P. Attorney for Appellant 
600 Congress Avenue, Suite 2400 
Austin, Texas 78701 
(512) 536-3085 (telephone) 
(512) 536-4598 (facsimile) 

Date: March 1,2010 
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VIII. CLAIMS APPENDIX 

34. An electronic inflation-adjusted financial instrument stored in a data storage 
device comprising: 

a principal component stored in a data storage device, the principal 
component being periodically adjusted for inflation based on the 
Consumer Price Index (CPI) to obtain an inflation-adjusted principal 
component; 

an accrual component stored in a data storage device, the accrual component 
including an interest rate fixed for a term of the financial instrument; 

wherein periodic interest payments are paid based on the inflation-adjusted 
principal component at the time said periodic interest payments are 
paid; and 

wherein the inflation-adjusted principal component is payable at the end of 
the term. 

35. The electronic inflation-adjusted financial instrument of claim 34, wherein 
said Consumer Price Index (CPI) comprises the Consumer Price Index for all 
urban consumers (CPI-U). 

36. The electronic inflation-adjusted financial instrument of claim 34, wherein 
said financial instrument comprises a debt instrument. 

37. The electronic inflation-adjusted financial instrument of claim 36, wherein 
said debt instrument comprises a bond, a certificate of deposit or an annuity 
account. 
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38. An electronic inflation-adjusted financial instrument stored in a data storage 
device comprising: 

a principal component stored in a data storage device; 

an accrual component stored in a data storage device, the accrual component 
having fixed and variable interest components payable periodically, 
said variable interest component being adjusted for inflation based on 
the Consumer Price Index (CPI); and 

wherein the principal component is payable at the end of a term of the 
financial instrument. 

39. The electronic inflation-adjusted financial instrument of claim 38, wherein 
said Consumer Price Index (CPI) comprises the Consumer Price Index for all 
urban consumers (CPI-U). 

40. The electronic inflation-adjusted financial instrument of claim 38, wherein 
said financial instrument comprises a debt instrument. 

41. The electronic inflation-adjusted financial instrument of claim 40, wherein 
said debt instrument comprises a bond, a certificate of deposit or an annuity 
account. 

46. A dataprocessor suitably configured to: 

periodically adjust a principal component of a financial instrument for 

inflation based on the Consumer Price Index (CPI) to obtain an 

inflation-adjusted principal component; 
compute an accrual component of said financial instrument, said accrual 

component including an interest rate fixed for a term of the financial 

instrument; 
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wherein periodic interest payments are paid based on the inflation-adjusted 
principal component at the time said periodic interest payments are 
paid; and 

wherein the inflation-adjusted principal component is payable at the end of 
the term. 

47. The dataprocessor of claim 46, wherein said Consumer Price Index (CPI) 
comprises the Consumer Price Index for all urban consumers (CPI-U). 

48. The dataprocessor of claim 46, wherein said financial instrument comprises 
a debt instrument. 

49. The dataprocessor of claim 48, wherein said debt instrument comprises a 
bond, a certificate of deposit or an annuity account. 

50. A dataprocessor suitably configured to: 

compute a principal component of a financial instrument; 

compute an accrual component of said financial instrument, said accrual 
component having fixed and variable interest components payable 
periodically, said variable interest component being adjusted by said 
dataprocessor for inflation based on the Consumer Price Index (CPI); 
and 

wherein the principal component is payable at the end of a term of the 
financial instrument. 

51. The dataprocessor of claim 50, wherein said Consumer Price Index (CPI) 
comprises the Consumer Price Index for all urban consumers (CPI-U). 

52. The dataprocessor of claim 50, wherein said financial instrument comprises 
a debt instrument. 
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53. The dataprocessor of claim 52, wherein said debt instrument comprises a 
bond, a certificate of deposit or an annuity account. 

54. A method for adjusting a financial instrument for inflation comprising: 
periodically adjusting a principal component of said financial instrument for 

inflation, the periodically adjusting performed by a dataprocessor 
based on the Consumer Price Index (CPI) to obtain an inflation- 
adjusted principal component; 

computing an accrual component of said financial instrument, said accrual 
component including an interest rate fixed for a term of the financial 
instrument, said computing performed by the dataprocessor; 

wherein periodic interest payments are paid based on the inflation-adjusted 
principal component at the time said periodic interest payments are 
paid; and 

wherein the inflation-adjusted principal component is payable at the end of 
the term. 

55. The method of claim 54, wherein said Consumer Price Index (CPI) 
comprises the Consumer Price Index for all urban consumers (CPI-U). 

56. The method of claim 54, wherein said financial instrument comprises a debt 
instrument. 

57. The method of claim 56, wherein said debt instrument comprises a bond, a 
certificate of deposit or an annuity account. 

58. A method for adjusting a financial instrument for inflation comprising: 
computing a principal component of said financial instrument, said 

computing performed by a dataprocessor; 



55596354.1 



18 



computing an accrual component of said financial instrument, said accrual 
component having fixed and variable interest components payable 
periodically, said variable interest component being adjusted for 
inflation based on the Consumer Price Index (CPI), said computing 
performed by the dataprocessor; and 

wherein the principal component is payable at the end of a term of the 
financial instrument. 

59. The method of claim 58, wherein said Consumer Price Index (CPI) 
comprises the Consumer Price Index for all urban consumers (CPI-U). 

60. The method of claim 58, wherein said financial instrument comprises a debt 
instrument. 

61. The method of claim 60, wherein said debt instrument comprises a bond, a 
certificate of deposit or an annuity account. 



55596354.1 



19 



IX. EVIDENCE APPENDIX 

None 
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Decision on Appeal 2009-001227, Application No. 09/550,752, June 4, 2009 

Decision on Appeal 2005-2642, Reexam No. 90/005,841, May 26, 2006 
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Appeal 2009-001227 
Application 09/550,752 



This is an appeal under 35 U.S.C. § 134(a) from the Examiner's 
rejection of claims 34-45, which are all of the pending claims, for 
obviousness over the prior art. Oral argument was heard on May 21, 2009. 

We have jurisdiction under 35 U.S.C. § 6(b) (2002). We affirm-in- 
part and enter a new ground of rejection under 35 U.S.C. § 101 . 

A. Appellants ' invention 

Appellants' claims recite inflation-adjusted financial instruments. 



B. The claims 

The independent claims are claims 34, 38, and 42, which read as 
follows: 

34. An inflation adjusted financial instrument comprising: 

a principal component, the principal component being 
periodically adjusted for inflation based on the 
Consumer Price Index (CPI) to obtain an inflation- 
adjusted principal component; 

an accrual component including an interest rate fixed for 
a term of the financial instrument; 

wherein periodic interest payments are paid based on the 
inflation-adjusted principal component at the time 
said periodic interest payments are paid; and 

wherein the inflation-adjusted principal component 
is payable at the end of the term. 



38. 



An inflation adjusted financial instrument comprising: 
2 
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a principal component; 

an accrual component having fixed and variable interest 
components payable periodically, said variable 
interest component being adjusted for inflation 
based on the Consumer Price Index (CPI); and 

wherein the principal component is payable at the end of 
a term of the financial instrument. 

42. An inflation adjusted financial instrument comprising: 
a principal component; 

an accrual component having fixed and variable interest 
components payable at the end of a term of the 
financial instrument, said variable interest 
component being adjusted for inflation based on 
the Consumer Price Index (CPI); and 

wherein the principal component is payable at the end of 
the term of the financial instrument. 

Claims App., Br. 28-29. 

C. Related Proceedings 

The application on appeal (09/550,752) identifies itself as a 
continuation of Application 09/184,752 (Patent 6,052,673), identified as a 
continuation of Patent 5,832,461 (based on Application 07/780,834), 
identified as a continuation of Application 07/187,054 (abandoned), 
identified as a continuation of Patent 4,742,457 (based on Application 
06/770,493), filed August 27, 1985. Preliminary Amendment at 1. 
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The '461 and '673 patents were the subjects of Reexamination 
Control Nos. 90/005,841 and 90/005,842, respectively. In appeals (Nos. 
2005-2642 and 2005-2643) to the Board in both proceedings, the Board 
affirmed rejections based on different prior art than is before us in this 
appeal. 2 Those Board decisions were affirmed in In re Trans Texas 
Holdings Corp., 498 F.3d 1290, 1301 (Fed. Cir. 2007). 

D. The references involved in this appeal 

The Examiner relies on the following references: 

Robbins US 4,194,242 Mar. 18, 1980 

Youden et al. ("Youden") US 4,232,367 Nov. 4, 

1980 



2 The affirmed rejections are based on the following references, listed at 
page 1 1 of the Board decisions in Appeal Nos. 2005-2642 and 2005-2643: 

(a) Musmanno et al. U.S. Patent 4,774,663, issued September 27, 

1988. 

(b) Zvi Bodie, An innovation for stable real retirement income, 
Portfolio Management, Fall 1980, at 5-13. 

(c) Santosh Mukherjee and Claire Orlans, Indexation in an 
Inflationary Economy - A Case Study of Finland, Vol. XL, Broadsheet No. 
551, PEP, The Social Science Institute, April 1975, at 50-73 and 106-1 1. 

(d) Persio Arida and Andre Lara-Resende, Inertial Inflation and 
Monetary Reform: Brazil, in INFLATION AND INDEXATION [-] 
Argentina, Brazil, and Israel 27-37 (John Williamson ed., March 1985). 

(e) Gloria J. Weiner, Choosing a home equity plan, 84 Restaurant 
Business 100 (Feb. 10, 1985). 
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Aztec Properties, Inc. v. Union Planters Nat'l Bank of Memphis, 530 S.W.2d 
756 (1975) (" 'Aztec Properties") 

U.S. Department of Labor, Bureau of Labor Statistics, Most Requested 
Statistics, http://data.bls.gov/cgi-bin/surveymost7cu, last visited June 26, 
2003 ("U.S. Dept. of Labor") 

E. The rejections involved in this appeal 

Claims 34, 36, and 37 stand rejected under 35 U.S.C. § 103(a) for 
obviousness over Youden in view of Aztec Properties. 

Claim 35 stands rejected under § 103(a) for obviousness over Youden 
in view of Aztec Properties and U.S. Dept. of Labor. 

Claims 38, 40-42, 44, and 45 stand rejected under § 103(a) for 
obviousness over Youden in view of Aztec Properties and Robbins. 

Claims 39 and 43 stand rejected under § 103(a) for obviousness over 
Youden in view of Aztec Properties, Robbins, and U.S. Dept. of Labor. 

THE SCOPE AND MEANING OF THE RECITED 
"FINANCIAL INSTRUMENT" 

We understand the Examiner to be reading the "financial instrument" 

recited in claims 34, 38, and 42 on Youden's calculator device rather than on 

any of the deposit accounts disclosed therein: "[T]he Youden reference 

discloses a financial instrument having a principal component (the principal 

amount) that may be periodically adjusted for inflation (by using the 

financial instrument to calculate the principal amount adjusted for inflation)- 

-col.2, lines 15-25 and 35-40 and col.5, lines 30-48"). Answer 3-4. We do 
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not agree that the recited "financial instrument" can be read on Youden's 
calculator device. To do so fails to give weight to the fact that the 
claims specify that each "financial instrument" comprises "a principal 
component" and an "accrual component." We conclude that the term 
"instrument" as used in the claims has its ordinary and customary meaning 
of "a legal document (as a deed, will, bond, lease agreement, mortgage, note, 
power of attorney, ticket on a carrier, bill of lading, insurance policy, 
warrant, writ) evidencing legal rights or duties, esp. of one party to another." 
Webster 's Third New Int 7 Dictionary of the English Language - Unabridged 
(1971 ed.) 1172 (copy enclosed). 

DOES YOUDEN DISCLOSE A FINANCIAL INSTRUMENT 
HAVING A COMPONENT THAT IS ADJUSTED FOR INFLATION? 

Youden explains that as the rate of inflation and, hence, the cost of 

living grows higher, the need to produce correspondingly higher earnings 

from one's investments grows greater, especially for persons who need, on a 

regular basis, a predetermined minimum income on which to live. Youden, 

col. 1, 11. 7-12. Youden's invention is a calculating device that is capable of 

calculating minimum principal which could be deposited in one or more 

accounts with depletion-of-principal penalties so as to provide both 

maximum interest and penalty-free payments. Id. at col. 1, 11. 34-40. 
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Youden's Figure 3 A is reproduced below: 

NO DESIRED PAYMENT 



AMOUNT SPECIFIED 


Terra (4 years) 4« 
Deposit for Residual 0.0* 
Residual 0.60 
Interest Rate 7»50 


ttt 
ttt 

««r 
ttt 


Term (3 years) 
Minimtun Deposit 
Monthly Payment: 
Interest Rate 


5. 

186.83 
7.50 


tS7 
ttt 
ttt 
ttt ■ 


Term < 2 years) 
Deposit 

Monthly Payment 
Interest Rate 


2. 

IS88.71 
7.BB 


ttt 

ttt 
ttt 


Terra (1 year) 
Deposit 

Monthly Payment 
Interest Rate 


1. 

1173. « 
186.83 

c.sa 


ttt 

ttt 
ttt 


Deposit 

Monthly Payment 
Interest Kate 


1145.40 

tee.89 

5.25 


ttt 
ttt 
ttt 


Inflation Rate 


0.60 


ttt 


Total Deposit 

Residual 

Total 


4497.68 
0.60 
4407.60 


ttt 
ttt 
ttt 



59- 3A 

Figure 3 A shows an example of output data produced by Youden's 

calculator. Id. at col. 1, 11. 66-68. Specifically, these data show the 

minimum deposits to the various term and passbook accounts required to 

generate monthly payments of $106.89 over a period of four years. Id. at 

col. 2, 11. 44-50. During the first year the depositor receives a monthly 

payment of $106.89 consisting of principal and interest from the passbook 
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account, into which $1,145.40 was deposited at the beginning of the first 

year. Id. at col. 2, 11. 59-62. During this first year, the initial deposits to the 

term accounts are earning interest at their respective rates. At the end of the 

first year, the balance in the 1-year term account is transferred to the 

passbook account, where it is used during the second year to continue to pay 

the depositor $106.89 per month. Id. at col. 3, 11. 33-38. 

The calculator also allows the effects of inflation to be taken into 

account when making the calculations: 

To include the effects of inflation or deflation in the 
calculations, monthly payments may be increased or decreased 
each year by a selected percentage. For example, if it is desired 
that the payments reflect a yearly inflation rate of six percent as 
shown in FIG. 3F, the user enters the numeric quantity "6.00" 
by depressing appropriate ones of keys 27 followed by 
depressing the inflation/deflation (I/D) key 42. If the entered 
numeric quantity is positive, the monthly payments are 
increased (inflated) each year by the percentage (e.g., 6%) 
specified. If the entered numeric quantity is negative, the 
monthly payments are decreased (deflated) each year by the 
specified percentage. 

Id. at col. 5,11.29-41. 
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Figure 3F, discussed above, is reproduced below: 



6% INFLATION 



Term (4 years) 4. *** 

Deposit far Residual IMB.ee ««« 



Term (3 years) 3. «** 

Minimum Deposit 1666.60 *** 

Monthly Payment 166.83 «* 

Interest Sato 7.5« M* 

Term (2 years) 2. m 

Deposit OKTM ♦» 

Monthly Payment 168.64 *** 

interest Bate T.M *** 

Term (1 year) 
Deposit 

Monthly Payment 



18« 40 *** 
35.13 4*t 



Interest Bate *-56 *« 

Monthly Payment 
Interest Rate 



ssj.ri «« 

89.74 <** 
3.25 «< 



Inflation Rate 

Total Deposit 

Residual 

Total 



4033. i 3 m 
5P3J.15 «»* 



la-3F 



Figure 3F shows calculations reflecting a yearly inflation rate of six percent. 
Id. at col. 5, 11.31-33. 

The $89.74 monthly payment received by depositor during the first 
year increases to $95. 13 during the second year, etc. 
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Appellants do not deny that Youden's term accounts correspond to 
financial instruments and include a principal component and an interest 
component. 

Appellants argue that although Youden discloses taking inflation into 
account while calculating the initial deposits for those term accounts, 
"Youden in no way teaches the adjustment of the account for inflation, as 
the term 'adjustment' necessarily implies a modification to the account after 
the initial deposit is made." Br. 9. 

We do not agree. The claim 34 language "the principal 
component being . . . adjustable for inflation" is broad enough to read on 
using Youden's calculator to determine the initial deposit amount required 
for the term accounts in order to compensate for a predicted future value of 
inflation. Nor does claim 34's additional recitation that the inflation 
adjustment is based on the Consumer Price Index (CPI) require that the 
inflation adjustments be made after the term accounts are created. The 
above-quoted language of claim 34 is broad enough to read on using the 
calculator to calculate the required initial deposit amounts based on the 
assumption that the future inflation rate will be the same as the past inflation 
rate represented by the CPI. 

However, Youden does not satisfy the additional requirement of claim 
34 for periodic- inflation adjustments or the requirement for periodic interest 
payments calculated using an inflation-adjusted principal component. 
Instead, the interest rate of each of Youden's term accounts is fixed. For this 
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reason, Youden also fails to satisfy claim 42 's requirement for a variable 
interest component that is adjusted for inflation and claim 38's requirement 
for a variable interest component that is periodically adjusted for inflation. 



DOES AZTEC PROPERTIES DISCLOSE A FINANCIAL INSTRUMENT 
HAVING AN INTEREST COMPONENT ADJUSTED FOR INFLATION? 

In contrast to Youden, Aztec Properties does disclose an inflation- 
adjusted financial instrument. 

Aztec Properties, which involved an action to recover on a promissory 

note, describes a financial instrument that included an adjustment for past 

inflation as reflected in the Consumer Price Index. The court explained: 

On July 12, 1974, Aztec Properties, Inc., executed 
promissory note payable to Union Planters National Bank of 
Memphis in exchange for a $50,000.00 loan. The promisor 
agreed to pay the promisee $50,000.00, 'in constant United 
States Dollars adjusted for inflation (deflation)' with interest at 
ten percent per annum. The adjusted principal was to be 
calculated according to a formula contained in the note, to wit: 

'Amount of principal due shall equal the amount of 
original principal multiplied by the consumer price index 
adjustment factor. This adjustment factor shall be 
computed by dividing the consumer price index at 
maturity by the consumer price index on date of 
borrowing. Said consumer price index numbers shall be 
for the most recent month available preceding borrowing 
and maturity dates. This consumer price index shall be 
the index not seasonably adjusted for all items as 
reported by the United States Department of Labor.' 
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On maturity of the note Aztec Properties repaid to the bank 
$50,000.00, with discounted interest at the rate 9.875 percent, in 
the amount of $419.35 (which is an effective yield of 9.96% per 
annum), but the borrower refused to pay the additional 'indexed 
principal' of $500.00, based on the inflation adjustment 
formula. 

Aztec Properties, 530 S.W.2d at 757. We understand the court to be saying 
that the $419.35 in interest was paid to the bank as a single payment at 
maturity along with the $50,000 in principal. It also appears that the unpaid 
"indexed principal" amount of $500.00 was due at that time. 

The court characterized the "indexed principal" amount as "interest" 
(specifically as "usurious interest.") Id. at 759. Appellants do not deny that 
the "indexed principal" amount can accurately be characterized as "interest." 
As a result, the promissory note in Aztec Properties can be characterized as 
having a fixed (i.e., ten percent) interest component and a variable interest 
component that is adjusted and payable at maturity based on inflation as 
measured by the CPI, which appears to satisfy claim 42. 

Appellants, after correctly pointing out that "the Youden patent does 
not teach, either explicitly or inherently, setting up an account that is paid 
out according to past, known inflation" (Br. 1 1), argue that "the other cited 
reference, Aztec Properties, also fails to teach or suggest this claim element 
(although it should be noted that the Action does not assert Aztec Properties 
teaches this element)." Id. This argument is unpersuasive with respect to 
Aztec Properties and claim 42 because that claim does not require an 
account that is paid out according to past, known inflation. 
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Because Appellants have not demonstrated that claim 42 fails to read 
on the promissory note disclosed in Aztec Properties, we are affirming the 
rejection of that claim for obviousness over Youden in view of Aztec 
Properties and Robbins. 3 For the same reason, we are affirming the 
rejection of dependent claim 43 (specifying that the CPI index is the 
"Consumer Price Index for all urban consumers (CPI-U)") for obviousness 
over Youden in view of Aztec Properties, Robbins, and U.S. Dept. of Labor, 
as to which claim Appellants merely repeat their claim 42 arguments. Br. 
13. 

Claim 44, which depends on claim 42, specifies that the financial 
instrument "comprises a debt instrument." Appellants argue that Aztec 
Properties fails to disclose a debt instrument. See Br. 12 ("the Youden 
patent does not teach, either explicitly or inherently, a financial instrument 
comprising a debt instrument. Furthermore, the other cited reference, Aztec 
Properties, also fails to teach or suggest this claim element (although it 
should be noted that the Action does not assert Aztec Properties teaches this 
element)."). Appellants have not explained, and it is not apparent, why the 
promissory note described in Aztec Properties cannot accurately be 



3 In sustaining a multiple-reference rejection under 35 U.S.C. § 103(a), the 
Board may rely on one reference alone without designating the affirmance as 
a new ground of rejection. In re Boyer, 363 F.2d 455, 458 n.2 (CCPA 1966) 
(citing In re Bush, 296 F.2d 491, 496 (CCPA 1961)). 
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characterized as a debt instrument. We are therefore affirming the rejection 

of claim 44 and its dependent claim 45, which is not separately argued. 

DO THE CITED REFERENCES DISCLOSE OR 
SUGGEST PERIODIC INFLATION ADJUSTMENTS TO 
PRINCIPAL (CLAIM 34) OR INTEREST (CLAIM 38)? 

As explained above, neither Youden nor Aztec Properties discloses a 
financial instrument having periodic inflation adjustments for a principal 
component or a variable interest rate component. 

The Examiner asserts that "[t]he use of variable interest rate 

components in financial instruments is well known in the art" and cites 

Robbins for a teaching of "a method and system for determining and 

computing interest rates wherein the interest rate fluctuates (varies) (see 

abstract)." Non-Final Action 4. 4 Robbins does not mention adjusting an 

interest rate for inflation. Instead, Robbins explains that the interest rate 

fluctuates according to the ratio of a borrower's funds on deposit with the 

lender to the borrower's outstanding indebtedness (or to the outstanding 

indebtedness combined with line of credit) at any time, and for the duration 

of a selected period of time. Robbins, abstract. The Examiner stated that 

[w]ith regard to the variable interest rates, the Examiner 
incorporated Robbins as a teaching of this limitation, since 
Youden was silent as to the use of variable interest rates. The 
use of variable or fixed interest rates is well known and 
practiced by many banks and financial institutions to produce 



4 The Non-Final Action is incorporated by reference in the Final Action at 
2. 
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profit. Therefore, the Examiner incorporated Robbins as a 
teaching of variable interest rates, to demonstrate that the rates 

may be varied to produce desirable profit when measured 
against inflation, which may potentially erode profit. 

Answer 6. 

We agree with Appellants that the cited references fail to disclose or 
suggest making periodic inflation adjustments to either the principal 
component (claim 34) or an interest component (claim 38) and are 
accordingly reversing the rejections of those claims and their dependent 
claims 35-37 and 39-41. 

NEW GROUND OF REJECTION UNDER 35 U.S.C. § 101 

Claims 36-45 are rejected under 35 U.S.C. § 101 because the claimed 

financial instruments are not patent-ineligible subject matter under § 101, 

which provides: 

Whoever invents or discovers any new and useful process, 
machine, manufacture, or composition of matter, or any new 
and useful improvement thereof, may obtain a patent therefor, 
subject to the conditions and requirements of this title. 

35 U.S.C. § 101 (2002). 

As explained in Manual of Patent Examining Procedure (rev. 7, July 

2008) § 2106: 

The burden is on the USPTO to set forth a prima facie case of 
unpatentability. Therefore if USPTO personnel determine that 
it is more likely than not that the claimed subject matter falls 
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outside all of the statutory categories, they must provide an 
explanation. For example, a claim reciting only a musical 
composition, literary work, compilation of data, >signal,< or 
legal document (e.g., an insurance policy) per se does not 
appear to be a process, machine, manufacture, or composition 
of matter. 

Although the claims call for the performance of various actions (e.g., 
claim 34 recites "the principal component being periodically adjusted for 
inflation based on the Consumer Price Index" and specifies that "periodic 
interest payments are paid based on the inflation-adjusted principal 
component"), those actions represent legal obligations rather than process 
steps. 

Furthermore, assuming for the sake of argument that the claims can be 
treated as process claims, the claimed subject matter nevertheless would be 
patent-ineligible. As explained in In re Bilski, 545 F.3d 943, 956 (Fed. Cir. 
2008), "the machine-or-transformation test, properly applied, is the 
governing test for determining patent eligibility of a process under § 101." 
"The machine-or-transformation test is a two-branched inquiry; an applicant 
may show that a process claim satisfies § 101 either by showing that his 
claim is tied to a particular machine, or by showing that his claim transforms 
an article." Id. at 961 . Appellants' claims fail to recite any apparatus or call 
for transforming any article. As explained in Bilski, "[p]urported 
transformations or manipulations simply of public or private legal 
obligations or relationships, business risks, or other such abstractions cannot 
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meet the test because they are not physical objects or substances, and they 
are not representative of physical objects or substances." 545 F.3d at 963. 

Nor do any of the claimed financial instruments constitute a 
"machine," an article of "manufacture," or a "composition of matter" under 
§ 101. As explained in In re Nuijten, 500 F.3d 1346 (2007), a "machine" 
under § 101 is "a concrete thing, consisting of parts, or of certain devices 
and combination of devices" (id. at 1355) (quoting Burr v. Duryee, 68 U.S. 
(1 Wall.) 531, 570, 17 L.Ed. 650 (1863)), articles of "manufacture" are 
"tangible articles or commodities" (id. at 1356), and the term "composition 
of matter" refers to "all compositions of two or more substances and all 
composite articles, whether they be the results of chemical union, or of 
mechanical mixture, or whether they be gases, fluids, powders or solids." 
Id. at 1357 (quoting Diamond v. Chakrabarty, 447 U.S. 303, 308, 100 S.Ct. 
2204, 65 L.Ed.2d 144 (1980)). 

SUMMARY 

The Examiner's § 103(a) rejection of claims 42, 44, and 45 under 
35 U.S. C. § 103(a) for obviousness over Youden in view of Aztec Properties 
and Robbins is affirmed, as is the Examiner's § 103(a) rejection of claim 43 
for obviousness over those references further considered in view of U.S. 
Dept. of Labor The other rejections by the Examiner are reversed. The 
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Examiner's decision that claims 34-45 are unpatentable over the cited prior 
art is therefore affirmed-in-part. 

We have entered a new ground of rejection of claims 34-45 under 
§ 101 for reciting patent-ineligible subject matter. 

APPELLANTS' OPTIONS FOR RESPONDING TO 
THE DECISION AND NEW GROUND OF REJECTION 

Regarding the affirmed rejections, 37 C.F.R. § 41.52(a)(1) (2008) 
provides that "Appellant may file a single request for rehearing within two 
months from the date of the original decision of the Board" (emphasis 
added). The date of this decision appears in the caption at page 1 . 

Regarding the new ground of rejection pursuant to 37 C.F.R. 
§ 41 .50(b), that paragraph explains that "[a] new ground of rejection 
pursuant to this paragraph shall not be considered final for judicial review." 
Appellants, within two months from the date of this decision , must exercise 
one of the following two options with respect to the new ground of rejection 
to avoid termination of the appeal as to the rejected claims: 

(1) Reopen prosecution. Submit an appropriate 
amendment of the claims so rejected or new evidence relating 
to the claims so rejected, or both, and have the matter 
reconsidered by the Examiner, in which event the proceeding 
will be remanded to the Examiner. . . . 

(2) Request rehearing. Request that the proceeding be 
reheard under § 41 .52 by the Board upon the same record. . . . 

37 C.F.R. §41. 50(b) (2008). 
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Should Appellants elect to prosecute further before the Examiner 
pursuant to 37 C.F.R. § 41 .50(b)(1), in order to preserve the right to seek 
review under 35 U.S.C. §§ 141 or 145 with respect to the affirmed rejection, 
the effective date of the affirmance is deferred until conclusion of the 
prosecution before the examiner unless, as a mere incident to the limited 
prosecution, the affirmed rejection is overcome. 

If Appellants elect prosecution before the Examiner and this does not 
result in allowance of the application, abandonment, or a second appeal, this 
case should be returned to the Board of Patent Appeals and Interferences for 
final action on the affirmed rejection, including any timely request for 
rehearing thereof. 
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No time period for taking any subsequent action in connection with 
this appeal may be extended under 37 C.F.R. § 1.136(a). See 37 C.F.R. 
§§ 41.50(f), 41.52(b). 



AFFIRMED-IN-PART; 37 C.F.R. § 41.500?) 



ELD 

FULBRIGHT & JAWORSKI, L.L.P. 
600 CONGRESS AVE. 
SUITE 2400 
AUSTIN, TX 78701 



Enclosure: Webster 's Third New Int 7 Dictionary of the English 
Language - Unabridged (1971 ed.) 1 172. 
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DECISION ON APPEAL 



1 Trans Texas Holdings Corp. is the owner of the patent under reexamination. The 
inventors named in the patent are Tomfc Leon and Lewis J. Spellman. 

2 The '461 patent issued based on Application 07/780,834, filed October 23, 1991, which 
purports to be a continuation of 07/187,054, filed April 27, 1988 (abandoned), which is identified 
as a continuation of 06/770,493, filed August 27, 1985 (now Patent 4,742,457). 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,841 

This is an appeal under 35 U.S.C. §§ 134 and 306 from the examiner's final rejection of 
claims 1-44, which are all of the original patent claims, under 35 U.S.C. § 103(a). 3 We affirm. 
A. Related litigation 

The patent under reexamination in this proceeding (Patent 5,832,461) and the patent 
under reexamination in Reexamination Control No. 90/005,842 (Patent 6,052,673), which is the 
subject of pending Appeal No. 2005-2643, were both involved in Trans Texas Holdings Corp. v. 
Pacific Investment Management Co.. Civ. Act. No. A99CA658SS in the United States District 
Court for the Western District of Texas (Austin). On August 26, 2000, the district court entered 
a Markman 4 order (Exhibit E to the brief) construing various terms of the claims of both patents. 

In response to a question from the Board at oral argument concerning the dismissal date 
of the district court action, appellant's counsel requested permission to submit a copy of the 
district court's docket report, which request was granted. The docket report was faxed to the 
board on January 25, 2006, and shows that the order dismissing the action was filed on 
January 8, 2001 . A copy of that order, entitled "Order of Dismissal With Prejudice" (incorrectly 
giving the year as 2000), accompanied the reply brief as Exhibit F. 



3 The final Office action ("Final Action") states (at 2, \ 4) that claim 10 stands objected 
to under 37 CFR § 1.75 for being a substantial duplicate of claim 9. At pages 5 and 6 of the 
brief, appellant correctly notes that the merits of the objection are reviewable by way of a petition 
to the Commissioner rather than by way of an appeal to the Board. The objection is not repeated 
in the Answer. 

« Markman v. Wftstview Instruments. Inc.. 52 F.3d 967, 979, 34 USPQ2d 1321, 1329 
(Fed. Cir. 1995), affM, 517 U.S. 370, 372, 38 USPQ2d 1461, 1463 (1996). 
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B. Related appeal 

A decision is being mailed concurrently herewith in Appeal No. 2005-2643 in the '842 
reexamination, the subject of pending Appeal No! 2005-2643 reexamination proceeding. 

C. The invention at issue 

The claims are directed to an investment system which includes an inflation-indexed 

deposit account and preferably also includes an inflation-indexed loan account. Both types of 

accounts have a principal component representing the initial investment and an accrual 

component which represents the portion of the account attributable to fixed interest and to 

inflation adjustments. '461 Patent at col. 2, 1. 66 to col. 3, 1. 4. Servicing of the accounts is 

handled by an account management data processor. Id at col. 3, 11. 52-53. The accounts can be 

retired in a number of ways: 

Under one alternative, the principal component is enhanced by the variable 
interest component and the account retired by retiring the fixed interest 
component by one schedule and retiring the principal component by a second 
schedule. However, the account may be retired by retiring both components over 
a similar schedule or by amortization. By varying the manner in which each 
respective component is accrued or retired, the cash flow characteristics of the 
account can be significantly altered to fit the requisites of the individual or 
institution. 

Id at col. 3,11. 13-23. 

None of the patent claims have been amended during this reexamination proceeding. 

There are three independent claims (1, 24, and 36), of which claim 24 reads: 

24. In combination, in an investment system for managing inflation risk: 
means for establishing data representative of a deposit account with an 
institution, the deposit account having a principal component 
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representing the cash investment of a depositor for an account 
term, and an accrual component comprising a fixed interest 
component which is enhanced at a fixed interest rate times the 
principal component and a variable interest component which is 
enhanced at an index responsive to the rate of inflation times the 
principal component; and 
an account management dataprocessor [sic] including means for paying 
the deposit account over the term. 

D. The grouping of the claims 

At page 5 of the brief, appellant states that "[fjor purposes of this Appeal, all of the 
claims shall be considered separately and do not stand or fall together." Under 37 CFR 
§ 1.192(c)(7) (2001), which was in effect when the brief was filed, a group of claims rejected on 
the same ground can be treated as standing or falling together unless the brief states that the 
claims of the group do not stand or fall together and explains why the claims are believed to be 
separately patentable. As noted below, some of the rejected claims have not been separately 
argued and thus will be treated as standing or falling with their parent claims. 

E. The scope and meaning of the claims 5 

"[Djuring examination proceedings, claims are given their broadest reasonable 
interpretation consistent with the specification." In re Hvatt. 21 1 F.3d 1367, 1372, 54 USPQ2d 
1664, 1667 (Fed. Cir. 2000) (citing In re Graves. 69 F.3d 1 147, 1 152, 36 USPQ2d 1697, 1701 
(Fed. Cir. 1995); InreEtter. 756 F.2d 852, 858, 225 USPQ 1, 5 (Fed. Cir. 1985) (en banc)). 



5 The copy of the claims provided in Appendix I to the brief is inaccurate in that it fails to 
accurately reproduce the formulas recited in claims 1 2 and 21. 
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Thus, as »ypi*m^ in Tn re American A ^riemv of Science Tech Center, 367 F.3d 1359, 1369, 
70 USPQ2d 1827, 1834 (Fed. Cir. 2004), which was an appeal from a Board decision in a 
reexamination proceeding, 

the Board is required to use a different standard for construing claims than that 
used by district courts. We have held that it is error for the Board to "appl[y] the 
mode of claim interpretation that is used by courts in litigation, when interpreting 
the claims of issued patents in connection with determinations of infringement 
and validity." InreZletz. 893 F.2d 319, 321 [13 USPQ2d 1320, 1321] (Fed. Cir. 
1989); accord In re Morris, 127 F.3d 1048, 1054 [44 USPQ2d 1023, 1028] (Fed. 
Cir. 1997) ("It would be inconsistent with the role assigned to the PTO in issuing 
a patent to require it to interpret claims in the same manner as judges who, 
post-issuance, operate under the assumption the patent is valid."). Instead, as we 
explained above, the PTO is obligated to give claims their broadest reasonable 
interpretation during examination. 



Appellant's reliance (Brief at 7) on the claim interpretation given in the district court's Markman 
order is therefore misplaced. 

Appellant nevertheless argues (Reply at 4) that we are bound by the district court's 
Markman order under the doctrine of issue preclusion discussed in In re Freeman, 30 F.3d 1459, 
1465-69, 31 USPQ2d 1444, 1448-51 (Fed. Cir. 1994). This argument fails because the Markman 
order was not "necessary to the judgment rendered in the previous action," which is one of the 
four conditions for application of the doctrine: 

Issue preclusion is appropriate only if: (1) the issue is identical to one decided in 
the first action; (2) the issue was actually litigated in the first action; 

(3) resolution of the issue was essential to a final judgment in the first action; and 

(4) plaintiff had a full and fair opportunity to litigate the issue in the first action. 
A TV nick Co. v. Burroughs Corp.. 713 F.2d 700, 702, 218 USPQ 965, 967 (Fed. 
Cir. 19831 cert, denied. 464 U.S. 1042(1984). 
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Freeman. 30 F.3d at 1465, 31 USPQ2d at 1448. Regarding claim interpretation, the Freeman 
court further explains: 

In the context of claim interpretation, this court has held that 

judicial statements regarding the scope of patent claims are entitled to 
collateral estoppel effect in a subsequent infringement suit only to the 
extent that determination of scope was essential to a final judgment on the 
question of validity or infringement. 
A.B. Dick Co.. 713 F.2d at 704, 218 USPQ at 968. This court has warned, 
however, that statements regarding the scope of patent claims made in a former 
adjudication should be narrowly construed. l± Additionally, to apply issue 
preclusion to a claim interpretation issue decided in a prior infringement 
adjudication, "the interpretation of the claim had to be the reason for the loss [in 
the prior case] on the issue of infringement." Jackson Jord an. Inc. v. Plasser 
American Corp.. 747 F.2d 1567, 1577, 224 USPQ 1, 8 (Fed. Cir. 1984). 

Freeman. 30 F.3d at 1466, 31 USPQ2d at 1449. The district court action at issue here concluded 

with a dismissal rather than with a judgment on validity or infringement. 

In giving claims their broadest reasonable construction, the PTO will "tak[e] into account 

whatever enlightenment by way of definitions or otherwise that may be afforded by the written 

description contained in the applicant's specification." Morris. 127 F.3d at 1054, 44 USPQ2d 

at 1027. However, we are not permitted to read limitations from the disclosed embodiments or 

examples into the claims. See American Academy. 367 F.3d at 1369, 70 USPQ2d at 1834: 

We have cautioned against reading limitations into a claim from the 
preferred embodiment described in the specification, even if it is the only 
embodiment described, absent clear disclaimer in the specification. See 
Liebel-Flarsheim Co. v. Medrad. Inc.. 358 F.3d 898, 906 [69 USPQ2d 1801] (Fed. 
Cir. 2004) ("Even when the specification describes only a single embodiment, the 
claims of the patent will not be read restrictively unless the patentee has 
demonstrated a clear intention to limit the claim scope using 'words or 
expressions of manifest exclusion or restriction."'); Teleflex. Inc. v. Ficosa N. 
Am. Corp.. 299 F.3d 1313, 1325 [63 USPQ2d 1374] (Fed. Cir. 2002). 
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The principal point of contention regarding the scope and meaning of the claims is the 
relationship between the rate of prior actual inflation and the resulting inflation adjustments of 
the deposit and loan accounts. Appellant contends that the claims require a continuous (i.e., 
nonstepped) relationship such that different amounts of prior actual inflation will result in 
different inflation adjustments. For the following reasons, we do not agree. 

Each of the independent claims (1 , 24, and 36) calls for either adjusting an amount "in a 
manner responsive to the rate of inflation" (claims 1 and 36) or enhancing a component 
"responsive to the rate of inflation" (claim 24). Appellant's argument for a continuous 
relationship rests on the following definition of "responsive to the rate of inflation" in the 
specification: "Responsive to the rate of inflation, as used herein, means directly responsive to a 
market indicator of prior actual inflation and it is not meant to include the market's expectation of 
future inflation." '461 Patent at col. 3, 11. 1 1-14. This definition has several possible 
interpretations. It can be construed as defining (1) only the phrase "responsive to the rate of 
inflation"; (2) the phrase "the rate of inflation" (our emphasis), whether or not preceded by 
"responsive to"; or (3) the phrase "rate of inflation," whether preceded by "a" or "the." We 
conclude that interpretation (3) is the broadest reasonable one and will so construe the phrase 
"rate of inflation" in all of the claims. As for the effect of the use of "directly responsive to" 
instead of "responsive to" in the definition, the broadest reasonable interpretation of the chosen 
phraseology is that it was meant to emphasize that the calculations of inflation adjustments must 
be based on the market indicator data which represents prior actual inflation (e.g., the CPI-U). 
See The American Heritage Dictionary of the E nglish Language 373 (copy enclosed) (New 
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College Edition, 1975) (hereinafter American Heritage Dictionary) (defining "directly" to mean: 

"1. In a direct line or manner; straight 2. Without anyone or anything intervening; 

immediately.")- Nothing in the specification clearly evidences an intent to have the phrase 
"directly responsive to" construed as requiring a continuous relationship. 

Appellant's argument that the foregoing definition from the '461 patent requires us to 
construe the claims as requiring that the inflation adjustments be a continuous function of the rate 
of prior actual inflation is wrong on two counts. First, as explained above, the phrase "directly 
responsive to" in the definition does not imply a continuous relationship. Second, even assuming 
it does, the definition does not address the relationship between the inflation adjustments and the 
rate of inflation. Instead, it addresses the relationship between the inflation adjustments and "a 
market indicator of prior actual inflation," which need not represent the rate of prior actual 
inflation. In fact, appellant's disclosed market indicators of prior actual inflation represent 
inflated price levels, from which the inflation rates and the resulting inflation adjustments are 
calculated: 

Once the current inflation index (CPIc) is determined, the level of inflation since 
the last reporting period is estimated by consideration of a preselected inflation 
index which reflects prior actual inflation. A preferred embodiment of the present 
invention utilizes the consumer price index CPI-U, for all items. However, any 
number of indexes may be successfully utilized including, but not limited to 
CPI-W, Producer Price Index, the Implicit Price Deflator for the Gross National 
Product, or any component of these price level measures so long as the index 
reflects some measure of past inflation. The level [of] inflation which has 
occurred since the previous iteration period can be determined by the formula: 
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CPIc - CPIo 
CPIo 

Where CPIo i[s] the inflation index at the time of the last iteration, or the initial 
index if the present iteration is the first. 

'673 Patent at col. 6, 11. 27-46 (emphasis added). "If. . . inflation has occurred during the prior 
iteration period, the cash outflow or disbursement attributable to the effects of inflation on the 
account balance is determined by applying the inflation rate to the deposit balance." Id, at col. 6, 
11. 58-62. Because the "market indicator of prior actual inflation" need not represent the rate of 
prior actual inflation, a claim recitation that an inflation adjustment is "responsive to a rate of 
inflation" should be understood as requiring no more than that the inflation adjustment be 
(a) "responsive to" the rate of prior actual inflation and (b) "directly responsive to" (i.e., based 
on) the data of a market indicator of prior actual inflation, which may represent inflated price 
levels rather than inflation rates. 

Appellant's reliance on the district court's Markman order (Brief at 7) for a narrower 
definition is improper for the reasons given above. Also, because it is improper to read disclosed 
examples into the claims, American Academy. 367 F.3d at 1369, 70 USPQ2d at 1834, we are 
unpersuaded by appellant's argument that 

[i]n each of the examples in the '461 specification, the inflation component is 
adjusted for any amount of inflation, and adjusted on a one-for one basis. '461 
specification, col. 10 to col. 26. Accordingly, reading the definition and the 
examples, one of skill would understand that there must be a direct 
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correspondence between the rate of inflation and the amount by which the variable 
interest component is adjusted. 

Brief at 6-7. 

Moving on to the next construction question, each of the independent claims additionally 
calls for the deposit account (claims 1 , 24, and 36) and the loan account (claim 36) to have a 
"terra," which is defined by several passages in the specification. The first reads: "As referred to 
herein, the account term is the time period over which the account is retired or 'paid out' to the 
account holder." '461 Patent at col. 3, 11. 41-43. While this definition is ambiguous regarding 
whether the term begins when the account is opened or with the first payout or retirement 
payment, that ambiguity is removed by the explanation that "[fjhe term of the account is the 
length of time from the initial deposit until maturity (i.e., when the account has been entirely 
retired)." '461 Patent at col. 4, 11. 61-64. 6 Neither of these definitions nor any other language in 
the independent claims requires that the claimed "term" of an account be predetermined, as 
argued by appellant in (a) characterizing claim 24 as including "the requirement . . . that the 
accounts have a specified term for paying out the account," Brief at 10, and (b) criticizing the 
accounts disclosed in the Mukherjee reference on the ground that they "did not have a particular 
pre-set term for payout." Id While the '461 patent states that "[fjhe account term is generally 
divided into a plurality of adjustment or iteration periods" and explains that "terms may be 
scheduled to include only a single iteration" (emphasis added), col. 3, 11. 43-45, this language 



6 The "duration" of an account is "a mathematical expression of when the average 
time-weighted dollar is paid out of the account." '461 Patent at col. 4, 11. 64-66. 
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does not require that the number of plural adjustment or iteration periods be set in advance; nor 

does it require that the retirement date of a single-iteration account be specified in advance. Nor 

does the phrase "schedule over a term," which is employed in some claims, imply plural iteration 

periods and thus preclude a single iteration and lump sum payment. To the contrary, claim 4, 

which depends on claim 1, specifies that the "means for paying the deposit principal component 

according to a second schedule over the term," recited in claim 1, comprises "a lump sum 

payment at the end of the term." 

F. The references 

The rejections rely on the following references: 

4 774 663 Musmanno et al. (hereinafter "Musmanno") Sep. 27, 1988 

' ' (filed Nov. 21, 1983) 

Zvi Bodie, An innovation for stable real retirement income. Portfolio Management, Fall 
1980, at 5-13 ("Bodie"). 

Santosh Mukherjee and Claire Orlans, Indexation in an Inflationary Economy - A Case 
Study of Finland. Vol. XL, Broadsheet No. 551, PEP The Social Science Institute, April 1975, at 
50-73 and 106-1 1 ("Mukherjee"). 7 

Persio Arida and Andre" Lara-Resende, Inertia! Inflatio n and Monetary Reform: Brazil, in 
INFLATION AND INDEXATION - ARGENTINA, BRAZIL, AND ISRAEL 27-37 (John Williamson ed., 
(March 1985) ("Williamson"). 



7 A better copy of Mukherjee than is currently of record accompanies this decision. 
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G. The grounds of rejection 

Claims 24-26, 28-32, 34-37, and 38-44 8 stand rejected under 35 U.S.C. § 103(a) as 
unpatentable over Mukherjee in view of Musmanno. 

Claims 1-23, 31, 33, and 44 stand rejected under § 103(a) as unpatentable over 
Mukherjee in view of Bodie and further in view of Musmanno. 

Claims 27 and 38 stand rejected under § 103(a) as unpatentable over Mukherjee in view 
Musmanno and Williamson. 

H. The Mukherjee and Musmanno references 

Mukherjee describes the Finnish experience with inflation-indexing in various areas, 
including bank deposit accounts (at 50-56), government- and industry-issued bonds (at 57-63), 
social security, pensions, and insurance (at 63-66), bank loans (at 67-69), and commercial and 
property contracts (at 70-73). 

The Finnish banking system was divided into three groups: (a) commercial savings; 
(b) cooperative; and (c) Post Office. Mukherjee at 50, 1st para. "As the rapid inflation of 1950-1 
was being checked by the stabilisation programme begun in October 1951, the banks took the 
• decision, in principle, to adjust both their loans and deposits for inflation, on the basis of 
quarterly inspections of the cost-of-living index." Id, at 50, second para. While "[t]he initial 



8 The inclusion of claim 38 in the statement of this ground of rejection is obviously a 
typographical error, because that claim is not mentioned in the discussion of this ground of 
rejection in the Final Action (at 3-14, U 7-23) or in the Answer (at 3-12, U 2-18). Instead, it is 
addressed only in the discussion of the rejection based on Mukherjee, Musmanno, and 
Williamson. Final Action at 28, H 52; Answer at 23-24, H 46. 
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idea had been to apply an extra charge to all loans equal to half the rise in the index, and then to 

use the funds to compensate all depositors for half their loss due to inflation," i± at 50, 4th para., 

that initial idea was not adopted. Instead, 

[w]hat was eventually decided was different and more complex. Not all deposits 
were index-linked, but only specifically designated accounts carrying certain 
restrictions on withdrawal. Full inflation proofing was given to these designated 
accounts. The money needed to make them keep pace with the cost of living was 
found by imposing an 'index surcharge' on aH loans. The amount of the 
surcharge was usually fixed according to the proportion of the bank's deposits 
benefiting by index adjustment, so that the bank could just balance its 
commitments. 

Id at 50-5 1 . The first index-linked bank deposit accounts went into effect in May 1 955 and had 
the following characteristics: 

(1) A lump sum of 30,000 markka was required to open the account; 

(2) Withdrawals were not permitted during the first year; 

(3) The fixed interest paid on the account balance was 1 to 1 Vi percentage points below 
that paid for normal deposits; and 

(4) They did not share the tax exemption enjoyed by ordinary savings accounts. 
Mukherjee at 5 1 , 2d full para. 

Furthermore, the indexing feature operated in a stepped, discontinuous manner rather than 
a continuous manner: 

Once the cost-of-living index (October 1951 = 100) had risen 2 points above 104, 
the capital was increased by as many as 2 full per cents as the index had risen 
between deposit and withdrawal. The figures used were the averages (to the 
nearest whole number) of the index values for the three months before deposit and 
withdrawal respectively. The system did not work the other way; no reduction 
would take place if the index fell. 
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IdL at 51, 3d full para. In January 1957, a choice of two kinds of index-linked accounts became 

available to the public: in addition to the above taxable accounts, thereafter called 'A' accounts, 

«B' accounts were offered which were tax-free (like normal, nonindexed deposit accounts) but 

gave only 50 per cent index compensation. Id at 52, 2d full para. The interest rates for the two 

types of accounts were as follows: 

'A' and 'B' accounts at first carried the same basic rate of interest of 4% 
per cent. In January 1 957, when 'B' accounts started, the index clause for 'A' 
accounts was made more sensitive. Compensation was now to be paid for full 1 
per cent changes in the cost-of-living index, instead of full 2 per cents. 'B' 
accounts received exactly half the index-related compensation rate paid on 'A' 
accounts. 

Id, at 54, 4th full para. We agree with the examiner that the phrase "basic rate of interest" in the 
foregoing passage refers to a fixed rate of interest. Final Action at 4, 11. 1-3. Appellant does not 
contend otherwise. 

•B' accounts suffered a death blow when 'A' accounts, which provided full indexing, 
were freed from taxation. Mukherjee at 56, 2d para. 

Under the heading "Sudden death," Mukherjee explains that in March 1968, a 
stabilization agreement signed by the central trade union and employer organizations abolished 
the system of index linkage for wages, rents, business contracts, bonds, and bank deposits and 
precluded the index clause from being applied to bank deposits after November 30, 1968. Id 
at 56, 4th para. 

In the discussion of inflation-indexed government and industry bonds, Mukherjee notes 
that "[b]anks and cooperative credit societies needed the income from index bonds to held pay 

14 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,841 



compensation on indexed deposit accounts," id, at 59, 1st full para., and in the discussion of 

inflation-indexed loans further explains: 

Banks started to make indexed charges on loans when their indexed 
deposit business became of appreciable size. In the savings and cooperative bank 
sector this was in 1956. Similar charging arrangements by the commercial banks 
did not come into operation until rather more than a year after that. This part of 
the banking sector had interrupted this business for a year, and initially were able 
to cover indexed payments to depositors with income from their holdings of 
government indexed bonds. 

The Post Office Bank usually tied its loans 25 per cent to the cost-ot-Uvmg 
index All other banks operated on the principle of calculating an index surcharge 
on all loans at rates just sufficient to cover indexed payments to depositors. This 
meant for example, that in a year when the index rose by 10 per cent, a bank with 
one fifth of its deposits in fully index-linked accounts would place an index 
surcharge of 2 per cent on all its outstanding loans. This surcharge became 
payable immediately by borrowers as additional interest; the outstanding debt was 
not, however, written up. 

Id at 67-68. 

The examiner relies on Musmanno primarily for its disclosure of using a data processor to 
handle a securities brokerage and cash management system. Specifically, Musmanno's figures 
depict, in flow-chart form, 

a data processing implementation for a brokerage-cash management financial 
system which provides for automatic investment of free credit cash balances m 
short term investments which include an insured savings account option; a full 
range of security brokerage transaction functions; which permits consumer 
transaction ("charge") card and check charges; and which includes safeguards 
against abuses., e.g., check kiting. 

Musmanno, col. 1, 11. 24-33. Appellant concedes that these flow charts represent operations 

performed by a data processor. See Brief at 1 1 ("Musmanno . . . teaches the use of a specific 

type of data processing to manage a specific type of account, the so-called Cash Management 
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Account. Musmanno teaches specific software for carrying this function out, which is shown, for 
example, in Figures 1A, [IB], 2, 3 and 4."). 

The examiner does not contend that Musmanno discloses using a data processor to 
service inflation-indexed accounts. 

I. The merits of the rejection of claims 24-26, 28-32, 34-37, and 39-44 for 
obviousness over Mukherjee in view of Musmanno 

The legal conclusion that a claim is obvious within § 103(a) depends on at least four 

underlying factual issues: (1) the scope and content of the prior art; (2) the differences between 

the prior art and the claims at issue; (3) the level of ordinary skill in the pertinent art; and 

(4) an evaluation of any relevant secondary considerations. See Graham v. John Deere Co. of 

Kansas City. 383 U.S. 1 , 17, 148 USPQ 459, 467 (1966). As explained in Princeton 

Biochemicals Inc. v. Beckman Coulter Inc.. 41 1 F.3d 1337, 75 USPQ2d 1051, 1054 (Fed. Cir. 

2005), it is also necessary to consider the question of motivation: 

As this court pointed out in Ruiz v. A.B. Chance Co.. 357 F.3d 1270, 1275 
[69 USPQ2d 1686, 1690] (Fed. Cir. 2004), in making the assessment of 
differences between the prior art and the claimed subject matter, section 103 
specifically requires consideration of the claimed invention "as a whole." . . . 

. . . This "as a whole" assessment of the invention requires a showing that 
an artisan of ordinary skill in the art at the time of invention, confronted by the 
same problems as the inventor and with no knowledge of the claimed invention, 
would have selected the various elements from the prior art and combined them in 
the claimed manner. Id In other words, section 103 requires some suggestion or 
motivation, before the invention itself, to make the new combination. See In re 
Rouffet 149 F.3d 1350, 1355-56 [47 USPQ2d 1453, 1456] (Fed. Cir. 1998). 

Appellant has not submitted any declarations or affidavits addressing the level of 
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ordinary skill in the art. Therefore, the level of skill in the art must be ascertained from the 
references themselves. See InreOelrich. 579 F.2d 86, 91, 198 USPQ 210, 214 (CCPA 1978) 
("the PTO usually must evaluate both the scope and content of the prior art and the level of 
ordinary skill solely on the cold words of the literature"); Tn re GPAC Inc., 57 F.3d 1573, 1579, 
35 USPQ2d 1 1 16, 1 121 (Fed. Cir. 1995) (Board did not err in adopting the approach that the 
level of skill in the art was best determined by the references of record). 

In the absence of any indication to the contrary by the examiner, we assume the rejected 
claims are entitled to the benefit under 35 U.S.C. § 120 of the August 27, 1985, filing date of 
Application 06/770,493, the earliest of the chain of "continuation" applications that led up to the 
application which issued as the patent under reexamination. 

Claim 24 reads: 

24. In combination, in an investment system for managing inflation risk: 
means for establishing data representative of a deposit account with an 
institution, the deposit account having a principal component 
representing the cash investment of a depositor for an account 
term, and an accrual component comprising a fixed interest 
component which is enhanced at a fixed interest rate times the 
principal component and a variable interest component which is 
enhanced at an index responsive to the rate of inflation times the 
principal component; and 
an account management dataprocessor [sic] including means for paying 
the deposit account over the term. 

Before comparing claim 24 to Mukherjee, we will address the examiner's reliance on 

Musmanno as evidence that "it was notoriously well-known to employ data-processors to 

manage plural accounts," Final Action at 4-5, H 7, and the examiner's assertion that it therefore 

would have been obvious to "automate MUKHEREPJEE [sic] et al. on a data-processor such as 
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MUSAMANNO [sic] et al. in order to facilitate account management." Id at 5, H 7 (underlining 
omitted). We agree that it would have been obvious in view of Mukherjee and Musmanno, prior 
to appellant's August 27, 1985, effective filing date, for a bank to offer inflation-indexed deposit 
and loan accounts and to service the accounts with a data processor in order to obtain the speed 
and accuracy offered by automated (as opposed to manual) processing. Appellant's argument 
that Musmanno's software is "totally inapplicable to the issue at hand: the adjustment and 
management of inflation-indexed accounts," Brief at 1 1, is unconvincing because the examiner is 
not proposing to use Musmanno's disclosed software to service Mukherjee's inflation-indexed 
accounts. "Claims may be obvious in view of a combination of references, even if the features of 
one reference cannot be substituted physically into the structure of the other reference." 
nrthn pedicEauip.Cn Tnr. v. 1 Inited States. 702 F.2d 1005, 1013, 217 USPQ 193, 200 (Fed. 
Cir. 1983) (citing Tn re Anderson. 391 F.2d 953, 958, 157 USPQ 277, 281 (CCPA 1968)). 
Instead, what matters in the § 103 nonobviousness determination is whether a person of ordinary 
skill in the art, having all of the teachings of the references before him, is able to produce the 
structure defined by the claim. Orthopedic Equip. . 702 F.2d at 1013, 217 USPQ2d at 200 (citing 
InreTwomev. 218 F.2d 593, 596, 104 USPQ 273, 275 (CCPA 1955)). On this point, appellant 
argues: 

The complexity of the data processing required for carrying out the 
claimed invention is evident in the four examples of data processing systems 
described in the subject patent specification (see Figures 2-5), along with the 
numerous and varied permutations of these four systems that they enable and that 
would be evident to those of skill in light thereof, which provide those of skill 
with the basic understanding to [sic] necessary to overcome the problems that 
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faced the Finnish system and that apparently led to the "Sudden Death" of that 
system. 

Brief at 12. This argument fails for several reasons, the first of which is that, as noted above, 
Mukherjee attributes the "[s]udden death" of the Finnish system of providing inflation-adjusted 
accounts to the 1968 trade agreement which abolished inflation indexing. Mukherjee at 56, 
4th para. Second, appellant has not explained, and it is not apparent from an examination of 
appellant's Figures 2-5, why appellant believes a programmer 9 having ordinary skill in the art 
just prior to appellant's effective filing date would have been unable to design suitable data 
processing software for implementing inflation-adjusted accounts of the type disclosed in 
Mukherjee. 

Claim 24 recites, inter alia, "a variable interest component which is enhanced at an index 
responsive to the rate of inflation times the principal component." Appellant's contention that 
this language requires that the index and resulting variable interest component be a continuous 
function of the rate of prior actual interest is unconvincing. For the reasons given above in the 
discussion of the definition at column 3, lines 11-14, it is only necessary for the index and 
resulting variable interest component to be (a) responsive to the rate of inflation and (b) directly 
responsive to (i.e., based on) a market indicator of prior actual inflation. The examiner is 
therefore correct to read the claimed "means for establishing data representative of a deposit 
account with an institution . . ." on inflation-indexed deposit accounts of the type described by 



9 Where an invention involves two technologies (here, computer prograrnming and 
financial systems), the person having ordinary skill is presumed to have ordinary skill in both 
technologies. Tn re Brown. 477 F.2d 946, 950-51, 177 USPQ 691, 694 (CCPA 1973). 
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Mukherjee, including the 'A' and 'B' deposit accounts discussed at pages 51-56. Final Action 

at 3-4, H 7. We note that this claimed means alternatively reads on the initially proposed 

accounts that were not adopted, which are described at page 50, last paragraph ("The initial idea 

had been to apply an extra charge to all loans equal to half the rise in the index, and then to use 

the funds to compensate all depositors for half their loss due to inflation."). Furthermore, 

assuming for the sake of argument that the index and resulting variable interest component must 

be continuous (i.e., nonstepped) functions of the rate of the prior actual inflation, the initially 

proposed accounts were to operate in that manner. See Mukheijee at 50, last para. The fact that 

the initially proposed accounts were never adopted does not detract from Mukherjee' s status as a 

reference teaching the desirability of such accounts. See Tn re Sivaramakrishnan, 673 F.2d 1 383, 

1384-85, 213 USPQ 441, 442 (CCPA 1982): 

That Gable may not have actually reduced the specific mixture of resin and 
cadmium salt to practice has no bearing on whether the mixture is "described in a 
printed publication" under § 1 02(b). See e.g T , Mannix Co. v. Healey, 341 F.2d 
1009, 1010 n.l, 144 USPQ 61 1, 612 n.l (CA 5 1965); Siegel v. Watson, 267 F.2d 
621 624 121 USPQ 1 1°. 1?1 ('"'A™" 1Q<;0 ); Bitter v. Rohm & Haas Co.. 
271F Supp. 313, 341, 154 USPQ 518, 542 (S.D.N.Y. 1967). Cf In re Deters, 
515 F.2d 1 152, 1 155, 185 USPQ 644, 647 (CCPA 1975) (that a reference is a 
"paper patent" is irrelevant to its value as evidence of level of skill in the art); In 
re Blake. 53 CCPA 720, 724, 352 F.2d 309, 312, 147 USPQ 289, 291 (1965) 
(patent statute does not require commercial use of subject matter of a prior-art 
disclosure for that disclosure to qualify as a reference). 

Appellant's argument that Mukherjee's indexed deposit accounts do not have 

predetermined, fixed terms and therefore fail to satisfy claim 24's requirement for a deposit 

account "term" is also unconvincing. As explained supra, the account "term" is not defined in 

the specification or in the claims as being predetermined and fixed and thus is broad enough to 
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read on the period running from the opening date of the account to the closing date of the 
account. Furthermore, assuming for the sake of argument that the claimed account "term" should 
be construed as being predetermined, we agree with the examiner (Final Action at 3, H 7) that it 
would be satisfied by Mukherjee's disclosure (at 51, 2d full para.) that withdrawals were not 
permitted from indexed accounts during the first year, which effectively establishes a 
predetermined, one-year minimum term for those accounts. Finally, assuming for the sake of 
argument that the claimed account "term" must be even more narrowly construed as being both 
predetermined and fixed, we also agree with the examiner that it would have been obvious to 
implement inflation-indexed accounts of the type disclosed by Mukherjee as certificate of deposit 
(CD) accounts having fixed terms. More particularly, the examiner noted that "CD[s] explicitly 
had terms." Final Action at 34, 1 57. Although the examiner did not state that he was taking 
official notice that CDs having fixed terms were known in the art prior to appellant's filing date, 
we hold that that subject matter is clearly appropriate for official notice. See InreAhlert, 
424 F.2d 1088, 1091, 165 USPQ 418, 420-21 (CCPA 1970) (PTO tribunals, where it is found 
necessary, may take notice of facts beyond the record which, while not generally notorious, are 
capable of such instant and unquestionable demonstration as to defy dispute). Furthermore, 
although the examiner did not explain how the "prior art as a whole" would have suggested 
implementing inflation-indexed deposit accounts of the type disclosed by Mukherjee as CDs, it is 
evident his position is that in view of Mukherjee's disclosure of preventing withdrawals from the 
inflation-indexed accounts during the first year and the fact that CDs were known to have fixed 
terms (typically with a penalty for early withdrawal), it would have been obvious to implement 
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such inflation-indexed accounts as CDs having predetermined, fixed terms of one year or more. 
We agree. The obvious advantage to the bank of holding deposits in the form of CDs is to 
reduce the likelihood of withdrawal before the end of the specified term. Appellant's discussion 
of the <term" limitation in this claim (Brief at 10) fails to address the examiner's reliance on CDs 
or explain why it would have been unobvious to implement inflation-indexed deposit accounts of 
the type disclosed by Mukherjee as CDs. 

For the foregoing reasons, we are affirming the rejection of claim 24. 

Dependent claim 25 specifies that the deposit account term is divided into a plurality of 

iteration periods. Claim 26 depends on claim 25 and calls for enhancing the fixed interest 

component in accordance with the fixed interest rate for the previous iteration period. The 

examiner asserts that the use of plural iteration periods 

was notoriously well-known and ubiquitously in use, and further explicitly 
demonstrated by MUSAMANNO [sic] et al.: "daily iteration"— col. 6, lines 5-10; 
col. 6, lines 19-21. It would have been obvious ... to divide the account into 
iteration periods, in order to compound interest payments accurately for an 
arbitrary deposit term, and in order to maximize compounding as was well-known 
in the art and suggested by MUSAMANNO et al. (col. 6, lines 19-21). 

Final Action at 5, K 25 (emphasis omitted). Appellant's argument that Mukherjee's inflation- 
indexed accounts do not have a "term" which can be divided into a plurality of iterations, Brief at 
12; Reply brief at 5, is unconvincing for the reasons given in the discussion of "term" in 
claim 24. 

Appellant also argues (Brief at 13) that the examiner's reliance on alleged "common 
knowledge" of interest compounding contravenes In re Lee, 277 F.3d 1338, 61 USPQ2d 1430, 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,84 1 

1434 (Fed. Cir. 2002). This argument is unconvincing because the examiner is not relying on a 
nonspecific assertion of common knowledge; rather, he is relying on the artisan's knowledge of 
certificates of deposit and interest compounding techniques and advantages, and thus satisfies 
Lee's requirement that general knowledge, when relied on to negate patentability, "must be 
articulated and placed on the record." 277 F.3d at 1345, 61 USPQ2d at 1435. Interest 
compounding over a plurality of iteration periods, such as daily, monthly, or quarterly, 
unquestionably constituted general knowledge in the art and thus is suitable subject matter for 
official notice under Ahlert and appropriately relied on for motivation under Lee. 

For the foregoing reasons, we are affirming the rejection of claims 25 and 26. 10 
Claim 28, which also depends on claim 25 (reciting plural iteration periods), specifies 
that the fixed interest rate is "compounded continuously." This phrase is not defined in the 
specification but is described at http://wvvw.riskglossary.coir^ink/compounding.htm (copy 
enclosed) as the limiting case of interest compounding, in which interest is credited on a 
continuous basis (i.e., every instant). The examiner's position is that "continuous compounding 
of interest was notoriously well-known and ubiquitous in the technical field of endeavor" and 
that it would have been obvious to apply such compounding to Mukherjee's accounts "in order to 
maximize compounding and thus attract lenders (e.g., depositors)." Final Action at 6-7, 1 10. 
Appellant responds, "While the Patent Owner would generally agree that continuous 
compounding was known for conventional deposit accounts, the Patent Owner does not agree 



10 Dependent claim 27 stands rejected on a different ground, discussed infra. 
23 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,841 



that one of skill would have found it obvious to apply such compounding in the context of an 
indexed account." Brief at 14. This argument is unconvincing because it fails to address the 
examiner's proposed motivation, which we find persuasive, for applying continuous 
compounding to the fixed interest component of Mukherjee's accounts. The rejection of claim 
28 is therefore being affirmed. 

The rejection of claims 29-32, which are dependent on claim 24, rejected over the same 
prior art as claim 24, and not argued separately from claim 24, is affirmed for the same reasons as 
the rejection of claim 24. 37 CFR § 1.192(c)(7) (2001)." 

Claim 34, which depends on claim 24 and is separately argued, specifies that the deposit 
account is "being used to finance property of the institution." The phrase "property of the 
institution" is not defined in the specification of the '461 patent. As in our discussion of 
claim 24, we are reading the term "institution" on banks offering inflation-indexed deposit 
accounts of the type described at pages 50-56 of Mukherjee. Regarding claim 34, the examiner 
argues that Mukherjee 

discloses [the] claimed: "deposit account being used to finance property of the 
institution" ("apply an extra charge to all loans equal to half the rise in the index, 
and then use the funds to compensate . . . depositors"— page 50, col. 1 . 
Furthermore, it is noted that banks inherently acquire assets, because that is one of 
the functions of a bank, and was necessary to maintain solvency. It is further 
taught by the application to "Mortgage Banks" (p. 61). Regarding implicit and 
inferred teachings relied upon, it is noted that '"^bl^to*^™ 
SanTTayman from reading a reference'-Inj^OetikeL(CAFC) 24 USPQ2d 1443 
(10/13/1992). 



" Of these claims, claim 3 1 is also rejected on another ground, addressed infra. 
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Final Action at 8-9, 1 1 5. We agree with appellant that the examiner is incorrect to characterize 
the deposit accounts as "property" of the institution. Brief at 14. However, there is merit to the 
examiner's assertion that banks inherently acquire assets (i.e., property) and his implication that 
the assets are acquired, at least in part, with money that has been received in the form of deposits 
for deposit accounts. Final Action at 9, 1 1 5. Tangible examples of such property include the 
building which houses the bank and the equipment and furniture contained therein. The rejection 
of claim 34 is therefore affirmed. 

Claim 35 depends on claim 24 and specifies that the deposit account is "secured by the 
property of the institution." The phrase "property of the institution" is broad enough to read on 
any type of property which is used to protect the integrity of the data representing the deposit 
accounts and thus includes known building security techniques and known electronic security 
techniques for the data processing computers. The examiner is therefore correct to argue that 
"this was a well-known method of running a bank. It would have been obvious ... to secure the 
accounts of MUKHERERJEE [sic] et al. and MUSAMANNO [sic] et al. in order to assure 
depositors, and thus attract depositors, and in order to make money on deposits." Final Action 
at 9, 1 16 (underlining omitted). Appellants' denial that "it was a [sic] 'well known' for a bank 
to secure a deposit account with funds on deposit with that institution," Brief at 1 5, 1 h, was 
correctly dismissed by the examiner on the ground that the claim does not require that the 
securing "property" be in the form of deposited funds. Final Action at 38, H 63. 
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Appellant also complains (Brief at 15, «J h; Reply brief at 7) that the examiner failed to 
respond to appellant's earlier request under 37 CFR § 104(d)(2) 12 to make of record whatever 
evidence he has which supports his position regarding the unpatentability of claim 35. 13 This 
request for a § 104(d)(2) affidavit or declaration by the examiner is clearly inappropriate because 
the examiner is relying not on personal knowledge but on the general knowledge of persons 
having ordinary skill in the banking art that it was standard practice to provide security for 
deposit accounts. This assertion of general knowledge is specific enough to satisfy Le£s 
requirement that general knowledge, when relied on to negate patentability, "must be articulated 
and placed on the record." 277 F.3d at 1345, 61 USPQ2d at 1435. 

The rejection of claim 35 is therefore affirmed. 

Independent claim 36 reads as follows: 14 

36 A system for managing deposit and loan accounts, comprising: 

means for establishing data representative of at least one deposit account for a 
term; 

means for establishing data representative of at least one loan account for a 
term, the loan account having a loan principal component and a 



12 Section 1.104(d)(2) (2005) reads: 

(2) When a rejection in an application is based on facts within the 
personal knowledge of an employee of the Office, the data shall be as specific as 
possible and the reference must be supported, when called for by the applicant, by 
the affidavit of such employee, and such affidavit shall be subject to contradiction 
or explanation by the affidavits of the applicant and other persons. 

13 This request appeared in the "Response to Office Action Dated July 25, 2001," at 6. 

14 Claim 36 is incorrectly reproduced in Appendix I to the brief, which fails to include 
the change made by the Certificate of Correction, dated September 26, 2000. 
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loan accrual component, the loan accrual component having a fixed 
interest component and a variable interest component; 
an account management dataprocessor [sic] for servicing the accounts over 
the term, comprising: 

means for adjusting the amount in the deposit account in a manner 

responsive to the rate of inflation; 
means for paying out the deposit account; 
means for determining the amount in the loan accrual component 

in a manner responsive to the rate of inflation; and 
means for retiring the loan account over the term, including 

means for retiring the fixed interest component by a first 
schedule over the term, and 

means for retiring the loan principal component by a second 

schedule over the term. 

Dependent claim 37 additionally recites "means for retiring the variable interest component by a 
third schedule over the term." 

As noted supra, the phrase "schedule over a term" can consist of a single iteration, such 
as a lump sum payout. Furthermore, the recitation of a first, a second, and a third "schedule over 
a term" does not imply that the schedules are different. In fact, dependent claim 38 (the subject 
of a different ground of rejection, addressed infra) specifies that all three schedules are the same. 

For the reasons addressed above, it would have been obvious in view of Musmanno to 
automate the management of inflation-adjusted deposit and loan accounts like those disclosed in 
Mukharjee order to obtain improvements in speed and accuracy over manual account 
management. The claimed "means for paying out the deposit account" reads on such automated, 
inflation-indexed accounts regardless of how the deposit account is paid out. Likewise, the 
claimed means for retiring loan principal component over the term, the claimed means for 
retiring the fixed interest component by a first schedule over the term, and the means for retiring 
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the variable interest component by a second schedule over the term are broad enough to read on 
inflation-indexed loan accounts of the type disclosed by Mukhanee no matter how or when those 
components are retired. 

Appellant's argument that Mukherjee's inflation-indexed deposit accounts are not 
"directly responsive to the rate of inflation" (Brief at 16) is unconvincing for the reasons given 
above in the discussion of claim 24. Appellant's similar argument (Brief at 16) with respect to 
Mukherjee's inflation-indexed loan accounts is unpersuasive for the following reasons. First, 
claim 36 as construed in light of the definition at column 3, lines 11-14, requires no more than 
that the amount in the loan accrual component be (a) "responsive to the rate of inflation" and 
(b) "directly responsive to" (i.e., based on) a market indicator of prior actual inflation, which 
may represent inflated prices levels rather than the inflation rate. Second, even assuming for the 
sake of argument that there must be continuous (i.e., nonstepped) relationship the loan accrual 
component and the rate of prior actual inflation, Mukherjee's initially proposed accounts (at 50, 
last para.) were to operate in that manner, as were the loans offered by the Post Office Bank, 
which tied its loans to 25 per cent of the cost-of-living index: 

Banks started to make indexed charges on loans when their indexed 
deposit business became of appreciable size. ... p 1; „:„„ 

The Post Office Bank usually tied its loans 25 per cent to the cost-of-living 
index All other banks operated on the principle of calculating an index surcharge 
on all' loans at rates just sufficient to cover indexed payments to depositors^s 
meant, for example, that in a year when the index rose by 10 per cent, a bank with 
one fifth of its deposits in fully index-linked accounts would place an index 
surcharge of 2 per cent on all its outstanding loans. This surcharge became 
payable immediately by borrowers as additional interest; the outstanding debt was 
not, however, written up. 



28 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,84 1 

Id at 67-68. Appellant's discussion of claim 36 (Brief at 16) fails to mention the Post Office 
Bank approach, let alone explain why it fails to provide a continuous relationship between the 
amount of the loan accrual component and the inflation rate. Instead, appellant explains why the 
"directly responsive" requirement is not believed to be satisfied by the above-quoted approach 
followed by the "[a]ll other banks," a question we need not decide. 

Appellant argues that claim 36 "require^ both a deposit account and a loan account, and 
required that both be adjusted in a manner responsive to the rate of inflation-this is the fully- 
hedged program-where possible losses on the deposit side are 'fully hedged' by similar gains 
on the other side." Brief at 17. Claim 36 does not require such balancing, and even if did, such 
is suggested by Mukherjee at page 50, last paragraph ("The initial idea had been to apply an extra 
charge to all loans equal to half the rise in the index, and then to use the funds to compensate all 
depositors for half their loss due to inflation.") and at page 67, first full paragraph ("All other 
banks operated on the principle of calculating an index surcharge on all loans at rates just 
sufficient to cover indexed payments to depositors."). 

Appellant further asserts that "nowhere does Mukherjee teach o[r] suggest the 
combination of an inflation-adjusted deposit account with an inflation-adjusted loan account." 
Brief at 17. Apparently, appellant is asking us to construe the claim as limited to a combination 
of one inflation-adjusted deposit account and one inflation-adjusted loan account. This argument 
fails because claim 36 recites "at least one deposit account" and "at least one loan account" and, 
in any event, is an open-ended "comprising" claim. 



29 



Appeal No. 2005-2642 
Reexamination Control No. 90/005,841 

For the foregoing reasons, we are affirming the rejection of claim 36. The rejection of 
dependent claims 37 and 39-44 based on Mukherjee in view of Musmanno is affirmed because 
those claims were not separately argued at pages 15-17 of the brief, which discuss this ground of 
rejection. 37 CFR § 1.192(c)(7) (2001). ,s 

Summarizing, the rejection based on Mukherjee in view of Musmanno is affirmed with 

respect to all of the claims rejected on that ground, i.e., claims 24-26, 28-32, 34-37, and 39-44. 

J The merits of the rejection of claims 1-23, 31, 33, and 44 for obviousness 
over Mukherjee in view of Bodie and further in view of Musmanno 

As did the examiner, we will begin by addressing claims 31 and 33, which depend on 
independent claim 24, and claim 44, which depends on claim 36. Final Action at 15-16, 
fl 25-27. The rejections of claims 24 and 36 based on Mukherjee in view of Musmanno have 
been affirmed for the reasons given above. 

Claim 31 specifies that the principal component of the deposit account is "retired over a 
plurality of iteration periods in the account term by payments to the depositor in each iteration 
period."' 6 Because the payout is recited as being retired "over a plurality of iteration periods," 
the examiner is correct to conclude that this claim recites the payout characteristic of an annuity. 
Final Action at 15,125. Appellant does not contend otherwise. For this payout feature, the 
examiner relies on Bodie, which is concerned with how to generate retirement income that is 
protected against inflation. Bodie, following a brief discussion (at 5, para, bridging cols. 1-2) of 



" Of these claims, claim 44 is also rejected on another ground, addressed into. 
14 This claim does not specify how the deposit accrual component is paid out. 
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i on common 



the unsatisfactory performance of equity-based variable annuities (VA's) based o 
stocks, explains that what is needed is a "purchasing power annuity (PPA)." After noting that 
PPA's in the form of inflation-indexed government bonds are available, Bodie's summarizes his 
own, alternate proposal for a PPA: 

At first glance, the only asset that appears capable of providing a base for 
such an annuity would be default-free bonds linked to some index of the , cost of 
iving Although proposals for the U.S. government or some other institution to 
issue such pricS indexed bonds have abounded, there is no indication that anyone 
with the power and authority to implement any of these proposals m inclined to do 

S °' Given the apparent reluctance, it not outright opposition on the part of 
government and private corporations to the issuance of price-indexed bonds i the 
Levant question is whether we can find any other asset^ or combination of as ets, 
cvnrentlv existing in [begin page 6, first column] the U.S. financial system that 
S3 ffi? Z ^efiTtion 8 TV rm piriral evidence developed towj 
t]nt th . ^ r ^n P a . se t base for PPA's is short-term bonds hedged agamst 
^I ^ o ;- n fi g ^n with a sm all position in a well-diversified portfolio of 

r.nmmoditV fu tures contracts. 

Id, at 5, 2d col. through page 6, 1st col. (footnotes omitted). The examiner explains his reliance 
on Bodie as follows: 

BODIE suggests a "purchasing power annuity" which is linked to the cost of 
Hving (page 5, col. 2). It would have been obvious ... at the time of the invention 
o mpToy an index Unked account as taught by MUKHERERJEE et ah and 
MUSAMANNO et al. in conjunction with an annuity payou in order to hedge 
retirement income against inflation, as suggested by the explicit balancing of 
uSS<£ deposit with index[-]linked obligations (page 50 of MUKH) using a 
uVMtoTand popular financial retirement savings and payout format: annuities. 

Final Action at 15 (underlining omitted). The examiner's reliance on Bodie as disclosing "a 

'purchasing power annuity' which is linked to the cost of living (page 5, col. 2)» makes it clear 

that he is relying on Bodie's discussion of the desirability of implementing PPA's as annuities in 
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the form of (unavailable) default-free government or corporate bonds linked to some index of the 
cost of living. Appellant is therefore incorrect (Brief at 17-20; Reply brief at 8) to treat the 
rejection as based on Bodie's proposed PPA's which rely on a combination of short-term bonds 
and commodity futures contracts, which PPA's are not mentioned in the part of Bodie cited by 
the examiner: page 6, second column. In fact, this error was pointed out by the examiner in 
responding to same argument in appellant's "Response to Office Action Dated July 25, 2001." 
at 9. The examiner stated: «[T]he part of BODIE relied upon is not the part Applicant has 
referenced. It would have been obvious to revert to the prior art. Although BODIE claims to 
have a better system by using futures, it recognized the prior-art" Final Action at 39, 1 68 
(underlining omitted). 

Appellant's interpretation of the rejection as based on Bodie's proposed PPA's appears to 

be based on Bodie's disclosure that inflation-indexed annuities in the form of default-free 

government or corporate bonds annuities did not exist: 

Bodie then goes on to say that such things don't exist! So Bodie has no 
explanation or description whatsoever of the nature of this hypothetical index- 
linked bond, but concedes that in any event no such instrument exists The author 
then states that the only solution to his desire to provide a PPA would be to base 
in [sic; it] on commodity futures contracts— an indicator or [sic; of] future 
expected inflation, not past inflation. Id, at page 6, col. 1 . 

Brief at 20. However, the fact that indexed annuities were not commercially available does not 

detract from Bodie's teaching of their desirability or preclude the examiner from reiving on 

Bodie as a reference for that teaching. Sivaramakrishnan, 673 F.2d at 1384-85, 213 USPQ 

at 442. Nor does Bodie's observation that such annuities were not commercially available 
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amount to a "teaching away" from the use of such annuities. As explained in Syntex fU.S.A) 
T T Pv Anotexlnc. 407 F.3d 1371, 1380, 74 USPQ2d 1823, 1830 (Fed. Cir. 2005): 

Under the proper legal standard, a reference will teach away when it suggests that 
the developments flowing from its disclosures are Produce the 

objective of the applicant's invention. InreGurlev, 27 F.3d 551, 553 (Fed. Cir 
1 994) A statement that a particular combination is not a preferred embodiment 
does not teach away absent clear discouragement of that combination. Inre 
Fulton. 391 F.3d at 1199-1200. 
Regarding the examiner's motivation for combining the teachings of Bodie with those of 
Mukherjee as modified above in view of Musmanno, we agree that it would have been obvious 
for a bank to want to pay some or all of the costs of its inflation-indexed deposit accounts by 
investing in inflation-indexed annuities of the type described in Bodie, if and when they should 
become available, with the principal component of the annuity being paid out over a plurality of 
iterations over the term, as required by claim 31, and with the accrual component also being paid 
out over a plurality of iterations over the term (not required by claim 3 1). Appellant has not 
explained why claim 3 1 would be patentable over Mukherjee, Musmanno, and Bodie even if 
Bodie's disclosure of inflation-indexed annuities is considered to be enabling. We are therefore 
affirming the rejection of claim 31 based on those references. 

Claim 33, which depends on claim 24, specifies that the "index" recited in that claim 
"corresponds generally to the consumer price index." The examiner has rejected this claim on 
the cited references in two different ways, both of which are persuasive. First, he argues that the 
claim is unpatentable over the combined teachings of Mukherjee and Musmanno in the manner 
discussed in the rejection of claim 24, asserting that Mukherjee discloses relying on the 
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"consumer price index" at page 51, third paragraph. Final Action at 15, H33. Since that page of 
Mukherjee mentions the "cost-of-living index" but not the "consumer price index," we assume 
that the examiner is equating the two terms, a conclusion which strikes us a correct one. As 
appellant does not contend otherwise or otherwise argue the merits of claim 33, we are affirming 
the rejection on this ground. The examiner alternatively relies on the teachings of Mukherjee, 
Musmanno, and Bodie as applied to claim 31 and further relies on Bodie's teaching (at 5, 2d col.) 
of basing a purchasing power annuity on "default-free bonds linked to some index of the cost of 
living," again apparentlyequating the cost-of-living index to the claimed "consumer price index- 
without challenge by appellant. The rejection of claim 33 is therefore also affirmed on this 
ground. 

Claim 44, which depends on independent claim 36, calls for paying out the deposit 
principal component "by a schedule over the term" and also paying out the deposit accrual 
amount "by a schedule over the term." The examiner construes this claim as reciting the 
characteristic of an annuity, i.e., as requiring payout over a plurality of iteration periods, Final 
Action at 16, K 27, an interpretation neither urged nor challenged by appellant. Nevertheless, we 
hold this interpretation to be unduly narrow because the phrase "by a schedule over the term" is 
broad enough to read on a single, lump sum payment at the end of the term, which is not how an 
annuity is paid out. This broader construction is consistent with column 3, lines 44-45 of the 
'461 patent ("terms may be scheduled to include only a single iteration") and also from a 
comparison of claim 1 ("means for paying the deposit principal component according to a second 
schedule over the term") with dependent claim 4 ("wherein the deposit principle payment means 
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comprises means for making a lump sum payment at the end of the term"). As a result, the 
examiner's reliance on Bodie's teaching of an annuity is superfluous and we are affirming the 
rejection for obviousness over Mukherjee and Musmanno for the reasons given above in the 
discussion of parent claim 36, to which we add our observation that the payout provisions of 
claim 44 are broad enough to be satisfied no matter how principal and accrual components are 
paid out. Assuming, on the other hand, the examiner is correct to construe claim 44 as reciting 
an annuity, the rejection is affirmed for the same reasons that we have affirmed the rejection of 
claim 31 for obviousness over Mukherjee, Bodie, and Musmanno. 

Independent claim 1 is similar to independent claim 24 to the extent claim 1 recites 
(a) means for establishing data representative of a deposit account having a deposit principal 
component and a deposit accrual component comprising a fixed interest component and a 
variable interest component, (b) means for determining the rate of inflation, (c) an account 
management data processor for servicing the deposit account over its term, and (d) means for 
adjusting the amount in the deposit accrual component in response to the rate of inflation. Thus, 
claim 1 to this extent is unpatentable over Mukherjee in view of Musmanno for the reasons given 
above in the discussion of claim 24. 

The other limitations of claim 1 have also been addressed in connection with other 
claims. Specifically, claim 1 differs from claim 24 by further reciting "means for retiring the 
fixed interest component by a first schedule over the term" and "means for paying the deposit 
principal component according to a second schedule over the term." For the reasons give above 
in the discussion of claim 44, the examiner is incorrect to construe this language as reciting an 
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annuity, i.e., payments over a plurality of iteration periods. The examiner's reliance on Bodie's 
annuities is therefore superfluous and the rejection of claim 1 is affirmed for the same reasons as 
is the rejection of claim 24 over Mukherjee in view of Musmanno, since the payout provisions of 
claim 1 are broad enough to be satisfied no matter how the principal and fixed interest 
components are paid out. Alternatively, assuming the examiner is correct to construe claim 1 as 
reciting an annuity, the rejection is affirmed for the alternative reasons given for our affirmance 
of the rejection of claim 31. 

Appellant does not specifically address any of dependent claims 2-23, instead simply 
incorporating by reference the arguments made with respect to other rejected claims. Brief 
at 1 8, 20. As those arguments are unpersuasive for the reasons given above, the rejection of 
claims 2-23 is also affirmed. 

K. The rejection of claims 27 and 38 based on Mukherjee 
and Musmanno, further in view of Williamson 

Appellant's only argument for the patentability of dependent claims 27 and 38 is that they 

depend on parent claims 25 and 37, respectively, which appellant contends are allowable over the 

cited prior art. Brief at 20. Because we have affirmed the rejections of claims 25 and 37, we are 

also affirming the rejection of claims 27 and 38. 

L. Summary 

All of the rejections have been affirmed with respect to all of the rejected claims. 
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M. Extensions of time 

No time period for taking any subsequent action in connection with this appeal may be 
extended under 37 CFR § 1.136(a). See 37 CFR §§ 41.50(f) and 41.52(b). 

AFFIRMED 



/ JOHN C. MARTIN 

Administrative Patent Judge 

HOWARD B. BLANKENSHIP 
Adiriinistrative Patent Judge 



ALLEN R. MacDONALD 
Administrative Patent Judge 
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€om New Latin D 
Dipteral l^rge^'der of'msects whTehlncIudes the true flies 
and mosquitoes, characterized by a single pair of membranous 
wings and a pair of club-shaped balancing organs called hal- 
teres. 2. Botany. Having two winglike parts: the dipterous fruit 
of the maple. (New Latin dlpterus, from Greek dipleros. 
having two wings : Dl- + -fibrous.) 

dlp-tych (dlr/tlk) n. 1. An ancient writing tablet having two 
leaves hinged together. 2. A pair of painted or carved panels 
hinged together. ILate Latin diplycha. from Greek dtptukha, 
from diptukhos. double-folded : DH + ptukhe, a fold, from 
ptusseln, to fold (see epl in Appendix').] 

dir. director. 

Dime (dl-rakO, Paul Adrlen Maurice. Born 1902. British 
theoretical physicist; a founder of Quantum electrodynamics. 

dire (dJr) adj. dim. direst. Having dreadful or terrible conse- 
quences; calamitous; disastrous. See Synonyms at sinister. 
[Latin dims, fearful, ill-omened. See dwel- in Appendix.*] 
— duVly adv. — oWnoss n. 

di rect (dl-r6kf. dM ». -reeled, -reeling, -rects. — tr. .I.To 
conduct the affairs of- manage; regulate. 2. To take charge of 
with authority; control. 3. To conduct (musicians) in a musical 
rehearsal or performance. 4. To move (something or someone) 
toward a goal; aim; point. 5. To give instructions to (someone) 
for finding a place. 6. To address to a destination. 7. To ad- 
dress to a person or audience. 8. a. To give guidance and in- 
struction to (actors) in the rehearsal and performance of a play 
or the filming of a motion picture, b. To supervise the per- 
formance of actors in. —intr. I.To give commands or direc- 
tions. 2. To conduct a performance or rehearsal. --See Syno- 
nyms at command, conduct, —adj. 1. Proceeding or lying in a 
straight course or tine; not deviating or swerving. 2. Straight- 
forward; candid; frank. 3. Without intervening persons, con- 
ditions, or agencies; immediate. 4. By action of the voters, 
rather than through elected representatives or delegates. 6. Of 
unbroken descent; lineaL 6. Consisting of the exact words of 
>h r iniin n r speaker. 7. Absolute; total: direct opposite!. 

es. Varying in the same maimer as another quan- direct 



direction indicator. A compass used in ai 
compare an intended heading to the act 

di-rec-tive fdJ-rik'tlv, <B-) n. An order oi , . 

one issued by a government or military unit. — adj. Serving to 
direct, indicate, or point out; directing, 
di-ractly (dl-rekt'le, di-) adv. 1. In a direct line or manner, 
straight. See Usage note at direct. 2. Without anyone or any- 
thing intervening; immediately. See Usage note at direct 
3. Exactly, totally; absolutely. 4. At once; instantly. —See 
Synonyms at immediately. — conj. Chiefly British. As soon as: 
Well gc 



Jbject. 

(de-rfik-twar*) il The Directory (see), —adj. Of or 

in the style characteristic of the Directory period in France, 
di rector (di-rek'tar, di-) n. Abbr. dir. 1. One who supervises, 
controls, or manages. 2. A member of a board of persons who 
control or govern the affairs of an institution or corporation. 
3. a. One whose profession is the supervision and instruction of 
-t .-—!-■- dramatic production, b. The conductor of an 



is (he dish. Si 
Di- 



(di-reVtar-It, di-) n. I.The office or position of a 

director. 2. A board of directors. 

directo-rial (dl-rek't6r'&-9L toVS-al, di-) adj. 1. Of or per- 
taining to a director or directorate 2. Serving to direct; di- 
rective. — dJ-rec'to'ri-aMy adr. 

di-rec-to-ry (dl-reVta-re, (D-) it, pi. -riea. 1. One that directs. 
2. A book listing names, addresses, and other data about a 
specific group of persons or organizations. 3. A book of rules 
or directions, especially for use in church worship. 4. A group 



Di-rec-to-ry (dl-reVto-rS, di-) it The executive body in charge 
of the French government from 1795 to 1799. Also called "Di- 



direct primary. A preliminary election in which a party's i 
didatcs for public office are nominated by popular vote. 
-" — " (dl-rek'tris, di-) it A female director. 



tity; especially, increasing if another quantity increases or di 
creasing if it decreases. Compare Inverse. 9. Astronomy. Desif 
nating a west-to-cast motion of a planet in the same direction t 
the sun's movement among the stars, —adv. In a direct man- 
ner, straight; directly. See Usage note below. (Middle English 



A tax, such as an income or property tax, levied 

directly on the taxpayer, 
diro-ful (tuVfol) adj. Dreadful; frightful; dire, -^-dlre'tul ly adv. 



"saga: Wrier (advert) and directly ate interchangeable in the 

senses of in a direct line or manner, or straight ( went direct, or „ r 

directly', to Atlanta), and in the sense of without anyone or any- dir-ham (da-rim') 

thine intervening (direct, or directly, from manufacturer — ' *- '"" *— 

-J. In all other senses of directly, listed at that word, the 



. „a (dflrj) i . 

The office for the dead; a funeral service that is sung. (Middle 
English dirige. dent, from the first word in Medieval Latin 
tHrfyc, Domine. Deus mem, in conspectu tuo viam meam. "Direct, 
.ord, my God, my way in thy sight" (an antiphon in the 
ce of the dead, adopted from Psalms 5:9), from Latin, sin- 



is, and sabotage 

o^-t^M-^n™a-r^^7baaTo^ikf') adj. Operating with- 
out intermediate ingredients, components; stages, or processes. 

direct current. Abbr. de An electric current flowing in one 
direction. 

directed angle. An angle having an indicated positive sense, 
directed distance. A segment of a line having an indicated 
positive sense. 

di rection (aT-reVshsn, di-) n. I.The act or function of di- 
recting. 2. Management, supervision, or guidance of some 
action or operation. 3. The art or action of musical or theat- 
rical directing. 4. A word or phrase in a musical score indi- 
cating how a particular passage is to be played or rung. 6. Usu- 
ally plural An instruction or series of instructions for doing 
something. 6. An order or command; authoritative indication. 
7. a. The distance-independent relationship between two points 
thai specifies the angular position of either with respect to the 
other; the relationship by which the alignment or orientation of 
any position with respect to' any other position is established, 
b. A position to which motion or another position is referred, 
e. A fine leading to a place or point, d. The line or course along 
which a person or thing moves. 8. The statement, in degrees, of 
the angle measured between due north and a given line or 
course on a compass. S. A course or area of development; 
tendency toward a particular end or goal [Middle English, 
arrangement, management, from Old French, from Latin di- 
recite, from dirigere, to DIRECT.) 

di rec tion-el (dl-rek'shan-al, di-) adj. Of or pertaining to spa- 
tial direction, especially a single specified direction. — di- 
tee'tfon-oKI-ty it 

directional antenna. An antenna adapted for receiving signals 
from or sending signals in a particular direction. 

directional signal. One of two flashing lights on an automobile 
that indicates the direction of a turn. Also called "directionals." 

direction finder. A device for determining the source of a 
transmitted signal, consisting mainly of a radio receiver and - 
coiled rotating antenna. Often called "radio' direction finder. 



k. dork, probably related to or altered 

. , :ger. See dheln- in Appendix.*] 

■A (durnd'l) it 1. A full-skirted dress with a tight bodice. 



Dime, girl, from Old High German thioma, maid (see tek-' 
■ J '-" "- Kletd, dress.] 

1. Earth or SOU. 2. A filthy or soiling substance, 
, dust, or excrement 3. Something mean, con- 
temptible, or vile. 4. Obscene language. 6. Malicious or scan- 
dalous gossip. 6. Gravel, slag, or other material from which 
metal is extracted in mining, —adj. Made of dirt [Middle 
English dirt, variant of drit, excrement, mud, filth, from Old 



rt (dflrt) it 



color. Filthy intensifies 




Fourteenth-century Italian 



dir-l-gl-ble (dlr'a-js-boL, dS-rtfe-bal) it An early st 
er-than-air craft —adj. Able to be guided or steerea. it-rom 
Latin dirigere, to guide, DIRECT.] — dlr'l-gl-blrl-ty it 
dir-l-ment (dlrVmant) adj. Rendering totally void; nullifying. 
Used especially in the phrase diriment Impediment of marriage to 
signify any sufficient cause for voiding a marriage in the Roman 
Catholic Church. (From Latin dirimins. present participle of 
dtrimere. to take apart, separate, interrupt : dis-, apart + emere. 
to take, buy (tee em- in Appendix*).] 

dirk (durk) n. A dagger, —tr.r. dirtied, dlridno. diifca. To stab 

with a dirk. [Earlier u_ 

from German Dolch, dagger. See dheln- 



Norse drit, from Germanic drit- (unattested).] 

dirt-cheap (durt'chepO adj. Very cheap. — dirt r _.. 

dirt farmer. Informal. A farmer who does all his own work, 
dirt-y (dur°tE) adj. -tar. -hut. 1. Soiled, as with dirt; grimy; un- 
clean. 2. Obscene or scatological. 3. Contemptibly contrary to 
honor or rules. 4. Of a clouded or muddy appearance. 6. Des- 
ignating a nuclear weapon that produces an excessive amount 
of radioactive fallout 8. Stormy; rough: dirty weather, —r. 
dirtied, -ylng, -las. —tr. To make soiled; stain; tarnish. — Intr. 
To become dirty. (Middle English driiti, dint, fn 
— dlrt'l-ly adv. — dirt'l-ness n. 



s, as does foul, which suggests 




dirigible 
Landing at Mineola, 
New York, In July 1919 



slovenly, slatterr^.. „ - 

imnure, or unkempt Dirty, the most general, describes any- 
l physically unclean or offensive to propriety by being off- 
r. Filthy inter " J — '-' - 



t tight/th thin, pnth/(A this, bathc/u cut/Or urge/v ralre/w with/y yes/z zebra, sizc/zi 
a Fr. aml/ce Fr. feo, Ger. sch6n/0 Fr. to, Cer. Ober/Klf Cer. ich, Scot. loch/N Fr. bon. 



n, edible, gallop, circus/ 
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VI Finnish bank deposit accounts 

The division of the Finnish banking system into commercial savinas ^ 
operative and Post Office groups was described in Chapter IV wm. 
undeveloped stock market, a deposit account at. one of these "balta? 
often the only place a Finn can find to put his savings. Terms qovemh! 
bank deposits are therefore an important influence on the savinas of 25 
household sector. a 01 018 

Five-year gestation 

As the rapid inflation of 1950-1 was being checked by the stabilisation 
programme begun in October 1951. the banks took the decision, in P SnSf 
to adjust both their loans and deposits for inflation, on the basis of Hfi 
jpsaasjions of the cost^vingjndex. The principle was examineTWfi 
joint body of Finnish financial TrtSTitutions in 1950 at the initiative of th» 
chairman (Rainer von Fieandt)* of the board of the large commercial ba* 
Oy Pohjoismaiden Yhdyspankki (Ab Nordiska Foreningsbanken) 

The banks claimed to be motivated by two desires: to promote economic 
justice and to protect the growth of their deposits. The new system waste 
come into being at the beginning of 1952. and a working party was set up 
by the joint standing committee of Finnish financial institutions to study 
the practical details. Finnish bankers are as cautious as any. and index- 
linked accounts were not launched until 3} years iater. 

The initial idea ha d been to apply an extra charge to all loa ns equal to 
JiaTT the rise in the irTdex, and then to use~THF-TunaTTo^ ^^ 



^e ggsltOTS- fui ha l f then l oss due to inflatio n . What was m^hJh, A«JUU 
was "ditterent and m6re complex. Not all. deposits were index-linked but 
only specifically designated accounts carrying certain restrictions on with- 
drawal. Full inflation proofing was given to these designated accounts. The 
money needed to make them keep pace with the cost of living was found by 
imposing an index surcharge 1 on all loans. The amount of the surcharge 
was usually fixed according to the proportion of the bank's deposits 
benefiting by index adjustment, so that the bank could just balance its 



* Mr von Fieandt later became Governor of the Bank of Finland, and was Prime Minister 
for five months in 1957-8. After this he represented Finland at the IMF and the IBRD. 
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stem into commercial savings, if 
described in Chapter IV. With " 
tccount at one of these banks' 
put his savings. Terms governi 
it influence on the savings of 



eing checked by the stabilisatit 
anks took the decision, in principl 
r inflation, on the basis of quarte? 
he principle was examined by 



commitments. (See Chapter IX.) This was of course less disadvantageous to 
borrowers than the initially envisaged scheme, so long as not more than 
half the funds on deposit were index-linked. In fact, it was only during a 
short-lived peak of popularity, in 1968, that index-linked accounts came 
anywhere near to half of all deposits. Until then a quarter had been the 
maximum. When these figures are considered it should be borne in mind 
that only a fraction of total deposits are genuine savings. One expert 
estimate is that 75-80 per cent of money banked is effectively on current 
account. 



Birth and infancy 

The first index-linked bank account was opened on 2 May 1955. This was a 
^ time when retail prices had been very steady for several years. While the 
^-authorities knew that this stability was fragile and that inflation could break 
yoose again at any time, to the general public there can have seemed little 
j^point in the new arrangement offered by the banks. 

g^The accounts were in four respects less favourable than ordinary deposit 
^accounts. A lump sum of 30,000 markka (about 1972 £80) was required to 
ifopen an index-linked account: such an initial deposit was not required for 
|an ordinary account. Secondly, no withdrawals could be made for a full 
r year from an index-linked account, whereas an ordinary deposit account 
|:pould be closed within six months and 100.000 markka might be drawn 
;fjrom it each month. Thirdly, the interest on index-linked deposits was 1-11 • 
percentage points below that for normal deposits. Lastly index-linked 
In 1950"at ihe'lnmatTvi "of I BgS " 0t Share the privi,e9e of tax exem P«°" that ordinary savings 

SsJaForen^ . index com Pensation worked in the following way. 

taS? ' I ^ 0nce the cost-of-living index (October 1951 = 100) had risen 2 points abova 

XrJSS Thl° Pr ° m0t ? eCOn0r | the ca P ital was increased by as many full 2 per cents as th ? index had 
«K uI5t neW I yStem Wa fi ^ sen between de P° sit and withdrawal. The figures used were the avSaaes 
^tefln-n^JTn 9 .^ W3 f 86 t H to ,he nearest wno,e number) of the index values for the three month! 
l^.*"?™' 31 institutions to .stufff before deposit and withdrawal respectively. The system did not woTthe 



e as cautious as any, and inde 
\ years later. \ 
extra charge to all loans equal 



p From May to the end of 1955 the facility remained available but practically 
I# h it£- t ij?i ap ° f in^^d „ co ^P e nsation was only to be taken when 



r \, 1 — . ^f/vvin vi;. I no ojroicii, 

pother way: no reduction would take place if the index fell. 



tl l U . ndS f ° C ? mP i en j a, ^jsBa' ,e cost "°f"l' vin g index reached 106. Throughout 1955 ttie'index^staved' saf ^lv 
l^^^rT^^P^^ neighbourhood of 100 (in fact, it was below 100 until Tua^n.S 

STES.?!?!? re f tr | ctfons on ^T^l were piacea in indexed accounts. While this was haoDenma 
to these designated accounts. Tte Ordinary savings accounts grew by 8 700 million markka to ?Som mm 22 

ms" V h hV 0 a S molt V nf 9 ,H WaS f ° U H nd | ir^-" 1 ° re than a thousand times < he ™& "«S2 SrSefdSSaff o! 
l£ ?f ° th u. S T ha 1 Pu Ju,y 1955 'ndex-linked accounts were made comparatively even less 
thf bTnk L?.h f a 1 k K . deP °1 I i ra ? tiVe by 3 * point rise in the interest rate on non^ndexed deposits 
the bank could just balance | fjndex-tied accounts had been introduced simultaneously in aS credit 

J Cm" 3 exce P* for one ,ar 9 e savings bank, Helsingin Tyovaen Saastd- 
lank of Finland and was Prime Minl% 'J™ (now Suomen Tyovaen Saastopankki). At first the commercial banks 
ted Finland at the IMF and the IBRD.f Raptured most of the funds on index-tied accounts, as was only nature" in 



view of their dominance of the money market. But in December 1955 
commercial banks (but not the savings banks or cooperative socletio 
throughout Finland, and all types of bank in Greater Helsinki stoDn 
accepting new deposits on index-tied accounts. As the accounts ooln i 
earlier in commercial banks came of age and were closed down, the savin 
banks came to hold more than half of all index-tied deposits, even thou I 
they had only about 40 per cent of total deposits. The cooperative crem 
societies at this time had 40 per cent of index-tied funds, thouqh a m. 
20 per cent of total deposits. mer6 

At the beginning of 1956 a sudden burst of inflation caused index com. 
pensation to be paid out for the first time— the actual payments were mart 
in June. During 1956, index-tied deposits received the same regular intend 
as did ordinary deposits. Depositors now started to show more interest In 
indexed accounts. The sum deposited grew steadily throughout 1956 and 
the commercial banks had second thoughts about rejecting this line of 
business. In January 1957 they offered indexed accounts again, and rapldb 
regained 30 per cent of the market. By then index-tied deposits were \l 
creasing at such a rate that, despite the commercial banks' incursion the 
index-tied totals at the savings and cooperative banks continued to grow 
By contrast the total of all bank deposits was at the time decreasing. 

In January 1957 a choice of two kinds of index-tied account became 
available to the public. In addition to the old conditions of 100 per cent 
index compensation on a taxable (now called 'A') account, "B" accounts 
were offered. These were tax free (like non-indexed deposit accounts) bu[ 
gave only 50 per cent index compensation. 'B' accounts achieved instant 
popularity, and within a year of their introduction accounted for 44 per 
cent of a!! index-tied deposits. They were given a further boost early in 
1958 when the banks gave customers the opportunity to avoid a proposed 
advance collection of income tax on "A" index premia by switching their 
money from "A' to 'B' accounts. In April 1958, 72 per cent of all index-tied 
deposits were held in the 'B' accounts. 

September 1958 marked the peak of the first phase of popularity for 
index-tied bank accounts. They had passed one quarter of all deposits. By 
this time the bout of inflation that had made them attractive was over A 
decline of the index-tied total set in. In January 1959, 'A' accounts were 
discontinued, and for the next five years practically all index-tied accounts 
were of the 'B' type, tax free but with only 50 per cent protection against 
inflation. 



Rivals 

Expansion of index-linked deposit accounts as a method of saving was 
much affected by competition from various alternatives at different times. 
Initially their growth was impeded by a strong sale of government bonds. The 

5 Der cent bond Insn for nnhlir siih e ,-rir,tir.r, «-,* M=<. io« i„ -i «..n 

I 1 II" I m tl J d I I- t tt t 

ntrodu ed that month The dep sits recei ed inte est at 4J per ce t Whil 
* r t le t I qht r rp I f p t r t r 
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greater liquidity of the bank deposits (a one-year rather than fiv*.. 
maturity), against that the return on the government bonds was tax < 
Ordinary savings at banks were exempt from tax on the grounds th»» ,t e - 
government wished to make up to the saver his loss through inflation i 
required that interest on index-linked deposits, already inflation-D^rS 9 !? 
should be liable for tax like any other income. P'oofe^ I 

It did not escape the banks that this line of logic implied that «. 
return on indexed government bonds should also be taxed Discuss 
between the financial institutions and the government brought about ■««!* 
ment (at the end of 1956) on some changes. The interest margin betwlT ' 
bank deposits and bonds was narrowed by half a percentage point Mo I 
significantly, deposits and government bonds were both to be sublet . 
the same tax treatment. Returns on indexed assets were to be LL • 
from tax so long as the degree of linkage to the index was not greater thJ! 
50 per cent. a inan 

It is useful to consider the reasoning underlying the widespread use of . ' 
50 per cent index clause by the Finns. At first glance it appears a halt 
hearted way to protect people from inflation. It is tempting to think thai S 
there is to be an index clause at all it might as well do the Job oroDe * 
Cynics have explained 50 per cent protection as the average of the rate 
put forward by keen advocates and outright opponents of indexing Certalnlv 
it is in large part a product of compromise. But there is some economic 
justification. In the first place, it cuts down to a negligible size the risk 
of accelerating the inflationary spiral (see Appendix A). Secondly, it reduces 
fluctuations in the rate of return. The holder of a 50 per cent indexed asset 
has the equivalent of a ready-made investment portfolio, half in fixei 
interest deposits and half fully indexed. 

To take advantage of the parity of tax treatment agreed with the govern- 
ment at the end of 1956, the banks introduced a new type of indexed account 
'B accounts had 50 per cent index clauses and, in accordance with the 
latest ruling, were tax free. But for protests from the savings banks the 
commercial banks would have let these accounts take over entirely 'can- 
celling the former 100 per cent inflation proofed but taxed type. The savings 
banks, however, insisted on keeping full protection for the small saver, 
who fared better under the old arrangement because of his low marginal 
tax rate. (The two types of indexed account in fact were available at the 
same time for a total of only five years out of the thirteen for which one or 
other existed.) Government bonds from this time on used index clauses 
only of the 50 per cent variety. 

'A' and 'B' accounts at first carried the same basic rate of interest 4} 
per cent. In January 1957, when 'B' accounts started, the index clause for 
'A' accounts was made more sensitive. Compensation was now to be paid 
for full 1 per cent changes in the cost-of-living index, instead of full 2 per 
cents. 'B' accounts received exactly half the index-related compensation 
rate paid on "A' accounts. It was at this time that the commercial banks and 
institutions in Helsinki which had stopped accepting indexed deposits a 
year earlier came back into this business again. 
Early in 1957 Finnish bank deposits received the highest gross nominal 
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ms ever given up to that time. For two months, 'A' accounts received 
it (that is, basic interest plus index-based payment) of 18$ per cent. 
, w _r later they were still getting 12} per cent, and 'B* accounts were 
giving 8} per cent, tax free. 
e in 1958 the pace of inflation slackened, and index-tied deposits 
i to fall off. From 1 January 1959 deposits were no longer accepted 
,,,'A' accounts, which by this time had fallen to under a quarter of all 
Udexed deposits. In the spring and early summer of 1959 the banks offered 
o new alternatives to Indexed accounts. 'High-interest' accounts offered 
.steady 5 per cent (to be compared with the 3* per cent current basic rate 
j, indexed accounts). The period of deposit was 12 months, the same 
j for indexed accounts. The second kind, tax-concession' accounts, gave 
Immunity from taxation to funds held in them for at least three years, with 
ajnaximum on the tax saving of 80,000 markka (about 1972 £150). 
f .Tax-concession accounts presented no real threat to index-linked 
accounts. They collected no more than 150 million Markka (perhaps 2 per 
cent of total deposits) and died out altogether at the end of 1963. High- 
"iterest accounts, on the other hand, grew rapidly at the expense of index- 
jiked deposits. Index linkage was of little value to depositors from 1959 
j 1962. For most of this period price changes were small enough to hold 
idex premia to 1 per cent or less, keeping the yield on 'B' accounts, at 
' -4i per cent, well below what was available on high-interest accounts, 
e latter consistently held a good 10 per cent of all deposits. A modified 
m of these high-interest accounts was the natural choice of most deposit- 
s in index-linked accounts when those were abolished in 1968. 
f Earlier, index-linked accounts won against another potential rival. The 
jstock exchange suffered a severe decline in 1956 because of the advent of 
fi new type of real-value asset. 

Jfilse to fame 

fe!$n 1 June 1963 a new interest rate agreement came into force. Its purpose 
i^was to further differentiate the interest rate structure on various types of 
^deposits without altering the overall average rate. Among its provisions 
pvas an increase in the interest rate on high-interest accounts from 5 to 6 
|fper cent. The rate on 50 per cent index-tied deposits was lowered from 4 to 
|3i per cent. 100 per cent index-tied accounts, unavailable since 31 December 
pl958, were offered again, at 3 per cent interest; these remained subject 
J to taxation. 

. At the beginning of 1963 index-tied deposits had already started to revive. 
?Jn May 1964 they reached about six times the level at which they had 
^stagnated in 1961-2. Then in a single month they leapt up by more than half. 
>The reason for this was a piece of legislation which was later to be called 
|ythe fatal flaw' in the Finnish system of index clauses. It freed all index-tied 
|.:deposits from taxation. Holders of high-interest accounts and old-style 
fr-" indexed accounts of either 'A' or 'B* type were permitted to transfer their 
savings to new-style tax free 100 per cent indexed 'A' accounts. They did 
so rapidly, in large numbers. 




This marked the beginning of a dramatic rise in the sum deposited on 
indexed accounts. Their total increased tenfold in four years; an averao! 
annual growth rate of 78 per cent. To some extent this can be explained h 
terms of the increasing rate of inflation, and people's growing awareness S 
their need of protection. The rate of increase of deposits certainly slackened 
in 1965-6 when inflation was less severe. But a fundamental change in u 
structure of the money market was in progress. Earlier there had been 
substantial tax concessions to encourage the building of private houses. 
These were being phased out, and capital that might have gone into new 
housing found its way instead into index-linked deposit accounts. Their new 
tax status had made them the most attractive financial asset in Finland. 

'B' accounts suffered a death blow when 'A' accounts were freed from 
tax. The 1-1i points extra interest which they offered enabled them to 
survive for another three years, but they tapered off completely at the end 
of that period. 

The devaluation of October 1967 brought about the final explosion m 
index-linked deposits. Correctly expecting a sharp price rise, depositors 
shifted nearly all their long-term savings into index-linked accounts. 1,5oo 
million Markka (about 1972 £200 million) flowed into these accounts in 
the space of six months. 

Sudden death 

In March 1968 a stabilisation agreement was signed by the central trade 
union and employer organisations. (See Appendix D.) Designed to quell 
post-devaluation price surge, this traded wage restraint for price controL 
Among its provisions was the abolition of the system of index linkages for 
wages, rents, business contracts, bonds and bank deposits. The index clause 
was not to be applied to bank deposits after 30 November 1968. 

Even more suddenly than they had sprung to prominence, index-tied 
deposits fell. A year later, all the money formerly in indexed accounts had 
left them. Most of it went straight to one of the high-interest accounts. New 
six and twenty-four month accounts offering 4£ per cent and 6 per cent 
interest respectively were available from 1 March 1969, as well as the old 
twelve month accounts which now gave 5 per cent. One outcome of the 
life and death of indexed bank deposits was that the share of long-term 
(at least one year) deposits in total deposits was much increased. Before 
the index-linked boom, at the end of 1963, this share had been 13 per cent 
in February 1969 it reached 34 per cent. 
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Bonds Issued by Finnish government or industry 

^Background of indexation of bonds 

i.For background to the substantial government index bond issues of the 
fiddle fifties one needs to go back to 1945, In that year indemnity bonds 
i&tfere given by the government to Karelians who migrated from the rather 
hjiore than one-tenth of Finnish territory which had to be ceded to the Soviet 
: f |jnion. 

^ Wherever possible, the Karelians' losses were made good in kind: farmers 
"ivere given land, fishermen lakeside sites and house-owners buildinq D lots 
j Where individuals had lost stock and shares they were given similar holdings' 
*Jn larae companies or state undertakinas. Mr«» email .. u,^ 



-i »u »w piuiiNiKiioc, niuex.,.„ 

f formerly in indexed accounts h|" 
' of the high-interest accounts. Net 
ering 4£ per cent and 6 per eel 
i 1 March 1969, as well as the oj 
i 5 per cent. One outcome of til 
s was that the share of long-ten 
sosits was much increased. Befoj 
3, this share had been 13 per cen 



iaia me government reson xo promissory notes or bonds; nevertheless a 
(large part of compensation under the Second Indemnification Act had to be 
Jin this form. 

ii During 1945-7 the average annual rise in Finland's cost-of-living index 
Igwas over 43 per cent In that context it was reasonable that bonds intended 
f tp compensate evacuees for their lost property should be inflation proofed 
>.pe method chosen was to increase the principal by 10 per cent for everv 
VIO per cent rise in the domestic wholesale price index. During the ten-year 
prepayment period, this index quadrupled; in consequence, some 61 thousand 
opinion markka, were paid out in index-based compensation, on a debt whose 
te'12L va l ue . wa8 or '9 inal| y a mere 18 thousand million markka (about 
||£j?72 £12m.). Interest was paid at 4 per cent per annum on the current 
i nominal value; thus, for every £10 of debt in 1944, by 1955 £29 capital and 
55 interest had been handed over . because of the index clause, as well as 
J» original £10 and its £2 interest— in all £46. 

Government bonds 

In the late 1950s the Finnish government sold bonds of the order of 100 
million markka (1972 £20m.) a year to the private sector; during the 1960s 
■fiS ,SS ^LTl e . h ' g , her ' reach ing a Peak of over 600 million Markka in 
1965 and 1966. Most issues were made for buyers such as insurance com- 
panies or banks and designed to suit their needs. Others were available for 
Public subscription and thus" stood in direct competition with bank deposit 
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k..'' ^unts, the main repository of the Finns' relatively high level of persona 
" Ss Local authorities and firms have also issued bonds but centra 
^SSnment bonds have dominated the long-term capital market throughout 
ffSriod and what government has done about index-linking of issues 
i^amps the effect of similar moves by the others 

.Sutional buyers had need of index-linked securities to enable them 
■m meel [their own index-linked obligations to the pubic The demand from 

• France companies, which had been operating index-linked policy schemes 

* E since 1948. was particularly steady. Banks and cooperative credit 
Sieties needed the income from index bonds to help pay compensation 
■„ indexed deposit accounts. Pension funds similarly had somehow to 
nlarS statutorUy index-linked outgoings. The fact that the secondary market 
fn bonds in Finland is very small, original buyers usually holding he r bonds 
Sr X • or more years to maturity, increased the importance of including a 

1954 and 1955, as the final payments 
on the index-tied second indemnity loan became due, new index-tied bond 
Sues were made for its conversion. Each was paid off over a period of 
r years, and carried interest at 5 or 5} per cent per annum. They were 
5ed I to he wholesale price index for Finnish goods, their value changing 
^ Iv as many full 5 per cents (up or down) as the index might have moved 
5v the date of amortisation. The government safeguarded itself however. 
aSa nst incurring a vast liability in the event of runaway inflation by making 
r the index clause invalid once the index had doubled its starting value. 
& Between 1953 and 1968 the government made, on average four or five 
maibrbond issues each year with an index clause Throughout the period 
Ss of these bonds were a substantial proportion of total bond sales though 
/XmarkS share fluctuated. It shot up from under 20 per cent in .1953 to 
J. ove 80 per cent in 1956 and 1957. There was a drop to under 30 per cent 
^'Tn 1959 and a fresh peak of 80 per cent in 1960. A subsequent decline to 
^ Ss over 20 per cent in 1963 was followed by a rise agam to 80 per cent in 
* 1968 when all forms of indexation were abolished. The share of all out-. 
\ standing bond loans carrying index clauses rose stead.ly over the per.od to 
%. reach more than three quarters. 

ISSSeTih? of May 1955, issued for public subscription, 

^ Shl only government bond (other than those associated wrth the Karelian 
oMemnlty Issues) to carry a full index clause, in the sense that rises in the 
^E were to cause matched rises (per cent for per cent) in amortisation 
% and I interest payments. Recognition of the risk in promising full compensa- 
| lion Ed to the writing in of an upper limit of a 100 1 per cent rise m the index 
£as in the Karelian indemnity conversion loans A threshold was built into 
%to 1955 bond's index clause, and a delayed first step over the threshold: 
^dex-based oremia were not incurred while the index was rising from 100 
| 0 1M and thenTe first premium was not to be paid until 106 was reached, 
though later premia became due point by point. Repayment was to be by 



five annual instalments, each of equal starting nominal value, and, because 
of the * index link, of equal final real value. The index in question was it, 
cost of- living index. This was used in all major government index bond 
Sues with the single exception of the ten-year bonds sold to the National 
pSns ns State in April 1963, which had a tie to the wholesale price inde, 
for Sh goods. After the full index link of 1955, this form , of inflation- 
proofing was abandoned in favour of one less attractive to the buyer but 
safer for the seller. The '50 per cent index clause meant that a ^ rise 0 , 
1 per cent in the index brought only a 1 per cent, nse In amort.sat.on and 

in Tn re aadiS er ;o'this return related to the cost-of-living index, ordinary 
interest was paid on these loans. In many cases the interest rate was fix ed 
or the duration of the loan, a figure between 5 and 8 per cent per annum 
nearly always being chosen. Also popular with subscnbers was a Variable' 
interest ate, specified as a given number of percentage po.nts (in practice, 
1-3 do Intel above the current rate of interest offered on six-month deposits 
at the .two largest commercial banks. One large five-year issue, made in 
Sur instalments in 1957 for the benefit of private credit mst.tut.ons, earned 
Interest at half a percentage point more than the current rate on mdex- 
linked i bank deposits, indicating the sharpness at that time of competition lor 
funds between government and the banks. 

The importance of index linking in Finnish government bond issues m 
1QR7.V is shown by the eleven issues of winter 1967-8. Seven of these, 
together acc6unting fbr half of the total nominal value carried index 
dauses Ail of that indexation was of the 50 per cent cost-of-l.ving type. 
The index-linked bonds were of ten, sixteen, or twenty-five year ma urity. 
Non-indexed bonds had much shorter maturities-two or five years. Inters* 
rites ranged from 6i to 1\ per cent per annum or indexed bonds, and 
were 8 toli per cent for those without an index clause. Of five issues for 
subscription by banking institutions three had an index clause; the one 
fssue tor insurance companies was indexed. Of the other five (for pubk 
subscription) two were index-linked. 

Eariter indexed issues of significance included a series of Forest Improve 
ment Loans, whose proceeds were re-lent to forest owners for projects 
Smed at increasing wood production; this necessarily long-term enterprise 
was a natural candidate for inflation-proofing. The Labour Pension Funds 
tor farmTng Jumbering and construction were also large buyers of index*! 
bonds The list is completed by the various indexed issues mtended lor 
redemption of Tax Payment Certificates; these amounted to very larg 
sums and are a good illustration of the scope for integrity on the part ol 
government in arranging its finances. 

a Cessment of benefits to Investors 

the BaS of Finland Institute for Economic Research has pubhshed we.gh 
ed average annual interest rates on government bond issues with , bJ 
without fndex ties, for each year from 1953 to 1967. For the whote of this 
period the yield spread between indexed and non-indexed bonds in the 
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iLnk of Finland's table was much smaller than half the annual percentage 
Khange in the cost-of-living index. This means that those who were able o 
fndex-linked bonds did significantly better than those who did not. n 
Hex-linked bondholders paid for this comparatively high return with 
&5?tonaer maturity of their bonds. But probably their gain must be explained 

f; mainly in terms of the Bank of Finland's conservative money market manage- 
ment policy. 

ISdW government in the bond market come the mortgage 

iSs But their combined activity has on average amounted. to no more 
about a fifth of government bond issues. Finnish mortgage bank loans 
S>are confined to industrial and agricultural property; private house purchase 
%U laraely financed by government loans. Three institutions did most se ling 
-J5 bonds with index clauses: the Industrial Mortgage Bank of Finland 
^fsuornen Teollisuus-Hypoteekkipankki Oy, STHPO); the Real Estate Bank of 
^Finland (Suomen Kiinteistopankki Oy. SKPO); and the Land and Industrial 
IS Estate Bank (Maa-ja Teollisuuskiinteistopankki Oy, MTKPO). Each is 
^wholly owned by one of the three non-governmental banking groups— 
% STHPO by the commercial banks, SKPO by the savings banks and MTKPO 
S bv the cooperative credit societies. 

The most striking difference in the terms of issue between these bonds 
Pind government bonds is the variety of indices wh.ch they used While 
nearly all of the government issues were tied to the cost-of-living index, the 
%ortqage banks linked their issues not only to that index but used the 
-■ "wholesale price index or its domestic subindex. or the export price index, 
f or the official exchange rate for sterling as alternatives. All links were- limited 
Wto half the change in the index. To compete with government bonds these 
£ issues had to offer comparatively high rates of interest, since the former had 
:„ the privilege of exemption from tax. Repayment arrangements were similar 
to those for government bonds. 

? l^eac'^eTr^etween 1957 and 1967. private industrial concerns raised 
^ between three and thirty million Markka by means of index-linked bonds. 
£ From 1962 on however, unlinked bonds became more prominent, and index- 
-h linking was not of such widespread importance in this sphere as it was in 
V the world of mortgage and other finance. Industrial bonds tended to mature 
>- rather slowly, but also to have some added attraction, such as twice yearly 
i payment of interest. Where a link was included it was more often with 
i the wholesale price index than with the cost-of-living index. The indexation 
I element was never so strong as to transmit half the change in the index; 

frequently a mere quarter was allowed. 
, Leading industrial index-bondmakers were in the wood manufacturing 
F industry engineering works and shipyards (Rauma-Repola Oy) and the 
f Cooperative Wholesale Society. Others who joined in the process were the 



Finnish Steamship Company, the Northern Power Company a firm h, 
sulphate, pulp and paper milling (Lohja-Kotka Oy), a manufacturer ol « 
products (Neste Oy) and the Central Organisation of Agricultural Coop, 
erative Societies. 

Local authority bonds .... u ^ 

Though local authority bond issue has been small in volume, it deserves 
mention for two reasons. The City of Helsinki pioneered the way for index 
clauses in bonds with its 50 per cent cost-of-living link in 1952— a y eai 
before the first government index bond, and five years before non-financia] 
companies were first authorised to issue index-tied bonds. In keeping w'rth 
that pioneering past, practically all local authority bonds brought out in the 
subsequent fifteen years carried a similar clause. Besides Helsinki, the 
towns of Tampere, Porvoo, Turku, Loviisa and Vaasa all borrowed in this 
way at one time or another. 
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Social security, pensions and insurance in Finland 



lority bonds brought out in the ) %, . tnnn pstfl blished Finnish tradition of maintaining the value of 
clause. Besides Helsinki, ^ ^ere ^ 
a and Vaasa all borrowed in th$ ^social security benefits ana Pf ™'™ ' h has a!so been taken towards 
fc 9 tctina S, th 9 e S^of I^SSeTJSS. The method generally adopted 
*ffSS pL^hS Sen a link be'tween these payments and an index of 
3}$ x . m j"'„"~ Thie nrranaement for soc a security and pension benefits 

ChS .o b^TSSPft- « * r £<x, ,he scope °' 

$Sw legislation which prohibited most forms of index linking. 

S £ w csrt ffior for ths area with the highest rating on the lnde,c 
S^uSpS to t& penrtdner rises to provide full compensa ion as soon 

ffiS ^d^ilTI fowanoas are also "related to th. local cost of Ivlng. 

lent with greater protection against price increases than is available to his 
counterpart in Britain. 

fnTd P dSt P tht 0 basic state pension, all employees receive an occupa- 
IL-i from their ex-employer. The 1962 legislation on occupational 

Sins reqSi es^hem to" be ad Ssted annually on the basis of the Ministry 
SsoSl Affairs' general earnings index. Self-employed people are covered 
by fcompulsory oTd-age insurance scheme. Benefits from this scheme too 




I* 



are adjusted in step with the general earnings index. If'. , ... 

The fact that many occupational pensions are based on earnings late^ |f«« , " de *, 
life has meant very large increases for some pensioners. In early 1974 §. Dur 
a scission ? were going on to establish whether these groups were being ft^l^ 
discussions were H ^ « An alternfltive so | U f,o n beina canvassed J! 1'fthe compel 

with the co 



Hlcsnissions were qo ng on to esiaDiisn wuemei moo D a>- u i" uetng 
Sensr t ed ?oo generously. An alternative solution being canvassed ^ || 
a link * wttr, i the index of rates of wages rather than the actual earning ™ 
index. 
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^SS^^JSSTS^ were among the first to see the need * 
Slinking a?d to take practical steps in that direction. As early as 1948 
Key were issuing both risk and endowment polc.es with cost-o -living 
closes And they still continue to do so. Index-linking is not automatic k 
offered as an option with all policies. Not surprisingly it has been taken 
up I by thl vast majority of applicants; in 1965 index-linked polices accounted 
for 99 Der cent of all new insurance business. 

A straioht risk policy can be index-linked simply by .ndex-l.nking the 
oremia to be paid by the insured. Endowment policies are more completed 
te ^ index-link: the insurance company needs to find index-linked myestmente, 
£ addition to asking the policy holder for an indexed premium. The insur; ... 
LnrP romDanies in Finland used much of their income to extend index-linked giance co 
foans Ge m - a 50 per cent clause was applied for both the loans and gfindexfo 
ISISn^cSS for the policy holder. Insurance companies were also ° 
natural subscribers to government index-linked bonas. £ 

An example of an index clause of a type commonly used m insurant* |,J^ ot 
DoHcies iTshown on page 65. It stipulates 100 per cent linkage for the first //^ 
three years (a pVn P od during which an individual policy's contribution to | ; 
tnTfirmTfundsfe quite small) and 50 per cent linkage he reatter A » 
tinqency clause protects the insurance company against fa.lure to make • 
ndex"Sased adjustments. If. for instance, the insurance company ■« una* 
tn make enouqh index-linked investments, the index clause in the policy s 
open £ ^canceTatlSn for the following years (in its application both i to prenj, 
and to cover) With appropriate foresight, the index clause offered by insur- 
ance ^ companies covered the issue of possible legislation to prevent index- 
Hnkfnq of policies. In that event, all parties would under the erms of the 
clause be obliged to accept the rulings of the Ministry for Soc.al Affairs on 

K ^^!c~i^ers Act of 1968 brought about precisely thai 
difficulties While insurance business was specifically exempted from the 
ge" ban on -mdex-linking this was of limited help, for the indexed 
mvestments which had made this kind of business possible were abolished. 
Fo aS ^ the companies went on getting index-linked I income from , existin 
qovernrnent bonds and these funds were credited to index-linked policies B 
abolishing with profits policies and channelling all surplus funds to keepln 
S^S inflation, the companies have managed to maintain some degree « 

'"S'exSption to the all-pervasive indexation until 1968 was the state 
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The Index clause In Finnish life Insurance 
rfi index clause 

1 5 During the next three calendar years from the date of the policy the assurance 
*<■ or fie the sum assured and, if an additional insurance is attached to the policy 
^compensation consequently payable) and the premium are adjusted in conformity 
§S the cost of living index in the following manner. 

The adjustment is effected once a year, at 0 hours on the day when the first 
1 premium of the calendar year falls due for payment (= the adjustment time). 
The basis of the adjustment is the October cost-of-living Index (August 1938- 
ulv 1939 = 100). The October index of the calendar year Immediately pre- 
ceding the date of the policy is regarded as the basic index of the policy, and 
the October index of the calendar year immediately preceding the adjustment 
time is regarded as the index for adjustment. 

Both the assurance cover and the premium will be, starting from the adjustment 
time as many per cent of their basic amounts (i.e. the amounts without the 
Index clause) as the Index for adjustment is of the basic index. The percentage 
thus obtained is. however, rounded off to the nearest smaller whole number 
but Is taken to be 100 were it less than 100. 
^Hatt Index clause 

%2 « After three whole calendar years have elapsed from the date of the policy, 
'Chen both the assurance cover and the premium were thus adjusted according to 
Cmirt index for adjustment (= interim index) of the full index clause, the , assur- 
™ ce cover and the premium are adjusted as prescribed under 1 § except feat the 

; jndex lor adjustment will be taken as the average of the interim index and the October 

! "hdex of the calendar year immediately preceding the adjustment time. However, if 
■ ?Z mterim index is smaller than the basic index, the basic index and not the Interim 
'' index will be used in calculating the average. Assurance cover and the premium 

'Z not reduced below the level that would be valid without the half Index clause. 

: When the premiums are paid up, the adjustment time is 0 hours on January 1. 

3 6 If the representatives of the policyholders find at a general meeting of the 
company that the company no longer holds index-tied loans or other comparable 
investment property on a scale sufficient for the half index clause in accordance 
with the Drinciple of safeguarding the insured benefits under the Insurance Companies 
Act, the assurance cover and the premium will no longer during the following calendar 

' years be increased according to the half index clause. 

If because of legislation it proves necessary to abolish entirely or in part the index 
Increases In the loans extended by the company, the question of whether and to 
what extent the increase in the assurance protection resulting from the half index 
clause is to be reduced in consequence will be worked out on the grounds laid down 
by the Ministry for Social Affairs. The index increases received by the company both 
from premiums and from index-tied loans must in this connection be credited to 
the policyholders. 
Special stipulations 

4 § If the policyholder requests not later than a month prior to the adjustment 
lime that the assurance protection and premium be no longer adjusted according to 
the Index, the company will consent to it. 

5 § The methods employed in the application of the index clause will be approved 
by the Ministry for Social Affairs which will also settle any differences of opinion that 

may arise. . 

Source: Arvo Junnila: Index Unkage of Lite Assurance in Finland, Helsinki, 1965. 
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IX Finland: loans with an index clause 

The same methods of index linkage cannot always be applied to both 
envina and borrowing. Protection from inflation for savers is desirable on 
nrounds of Justice and in order to encourage investment. That outstanding 
debts should rise to match the reduction in the value of money may also 
be lust, but such a system could powerfully discourage borrowing. Various 
ways have been tried in Finland to give savers maximum protection without 
imposing too heavy penalties on borrowers. _ 

One way of going about getting some protection is the 50 per cent index 
clause which the Finns have used extensively. Halving the extra amount 
that has to be paid out to creditors, because of the falling value of money, 
automatically halves the extra sums needing to be collected from the 
debtors Another approach is to limit index linkage to a fraction— perhaps 
small— of the financial institutions' total liabilities. Indexed inflation proofing 
is clearly of the greatest importance for long-term transactions, and some 
long-term creditors will prefer fairly high fixed interest (rather than index- 
ation) if offered the choice: • 

The National Pensions Institute of Finland started in 1946 to attach index 
clauses to some of the loans it made to businesses. They were linked to the 
domestic wholesale price index. Half of every loan was repayable in the 
ordinary way and the other half and interest and amortisation fully linked to 
the index. This, of course, is precisely equivalent to a 50 per cent index 
clause on the whole loan. In those early days there was an expectation that 
the price index could move downwards as well as up; consequently, adjust- 
ments of both/fcapital and interest were permitted to occur in both directions. 
In actual fact* of course, there never was any downward adjustment. Though 
the Pensions Institute indexed only half of its lending operations it was 
able to pay fully indexed pensions, because the government made good 
the shortfall in its Income. 

Insurance companies also began, in 1948, to apply index linkage to their 
lending operations. Like the Pensions Institute, at first they too used a 50 
per cent link with the domestic wholesale price index. Later the ordinary 
cost-of-living index became the more favoured link. Borrowers who ran 
into difficulties because of index generated rises in their obligations were 
allowed to extend their repayment period. 

Banks started to make indexed charges on loans when their indexed 




deposit business became of appreciable size. In the savings and cooper 
bank sector this was in 1956. Similar charging arrangements by the con... 
cial banks did not come into operation until rather more than a year afi§' 
that This part of the banking sector had interrupted this business for a y£- 
and initially were able to cover indexed payments to depositors with inco^- 
from their holdings of government indexed bonds. $ 
The Post Office Bank usually tied its loans 25 per cent to the cos»4 
living index. All other banks operated on the principle of calculating ^ 
index surcharge on all loans at rates just sufficient to cover indexed pay. 
ments to depositors. This meant, for example, that in a year when the index 
rose by 10 per cent, a bank with one fifth of its deposits in fully index-linked 
accounts would place an index surcharge of 2 per cent on all its outstanding 
loans The surcharge became payable immediately by borrowers as add), 
tional interest; the outstanding debt was not, however, written up. 
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Bank pools . 

The proportion of index-linked deposits of course varied from bank to bank. 
To deal with that the cooperative banks established a pooling system to 
equalise the loan surcharges among themselves. The cooperative banks' 
central bank collected twice yearly from all members the proceeds of an 
index surcharge estimated so as to cover payments on indexed deposits 
all cooperative banks taken together. 

Initially, the savings banks had no comparable arrangement, each working 
out the necessary surcharge for itself. In some savings banks the proportion 
of indexed deposits was quite high, giving rise to a high index charge. In 
1964 a pooling system similar to that of the cooperative banks was set up 
by the League of Finnish Savings Banks and their central bank. The 
operation began with three quarters of the savings banks as members ol 
the pool. Between them they covered only 55 per cent of all savings bank 
lending: . it was the larger banks in this group which chose not to join. 

The other category of Finnish banks, the commercial bapks, were all so 
large that their index surcharges worked out at the same level without any 
pooling arrangement. Each put its takings from index charges on borrower 
in a special blocked account at the Bank of Finland. These balances yielded 
no interest and could only be used for making indexed payments to the 
commercial banks' depositors. 



Government loans 

Large-scale loans to industry were often tied 50 or 25 per cent to the whole- 
sale price or cost-of-living index. In 1958-9 loans were granted to industry 
from the proceeds of the post-deValuation export levy. These were tied 
33J per cent to the exchange rate for sterling. 

Loans from the state to individuals generally were not index-linked. Pr* 
eminent in this category were the very cheap loans available for housing. 
State loans to students to finance university level studies too carried a low 
rate of interest and no index charge, unlike their counterparts in Sweden. 
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^e^sTTSex-linking loans practised by the banks resulted in 
!? -8J S«ratB surcharges. Only in 1967, when index deposits rocketed, did 
f Sc^fper Snt A more typical value was *-1 per cent. During 1959- 
J -years of low inflation and few indexed deposits, no index surcharges were 

Iw^ers naturally preferred a known rate of interest to an indefinitely 
^Huture liability But though they might have been reluctant at first 
,lnt index linkage of loans, no drop in lending was recorded as a 
r of the extent of indexation practised by the Finnish banks and the 
7emment. 
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X Finnish commercial and property contracts 

The index linkages discussed so far are those established and operated 
by the state or large and well-known institutes in the private sector. Al 
times of rapid price increases (and in the absence of price control) busing 
and industry practise, as far as they can. a simple form of inflation-proofing: 
they raise prices to cover costs. This can be seen as inexplicit index- 
linking, the implicit index being the particular industry* labour and materials 
costs Explicit; formal indexation is only necessary when a market price >b 
not available, or where for some reason the market price is inappropriate. 
Retirement pensions provide one example, and some interest rates anoth* 
Price control by the government can push most product prices into ttife 
category by making some cost increases 'non-allowable^ as in . Brrtam during 
part of 1973-4. In that sort of situation producers may be able to benefit by 
raising prices with reference to a suitable index. Use of an index could 
also be the best way of preventing haggling about price revisions for long- 
term contracts. 

Nobody 9 ^ the extent to which Finnish businessmen used 

index-linking in contracts among themselves But it is certain that to 
practice was widespread. When a general index was used it was usually 
the wholesale price index. Particular industries often took the subindex 
relating to their own products or just the wage earnings part of that subindex. 

International agreements were exempted from the 1968 ban in Finland « 
index-linking. The United Nations Economic Commission for Europe publishes 
general conditions for the supply of plant and machinery for e ocport 
price revision clause of the set of conditions (formulated in 1955) is given 
on do 71-2 It is an excellent example of the flexibility which can be obtained 
through a simple indexation formula. First the contracting parties agree on a 
division of the price into proportions corresponding to materials, labour ana 
fixed costs. They agree on suitable published indices for measuring the 
variations in the prices of materials and labour. The final price is then 
calculated from the original by raising the material and labour price com- 
ponents by as much as the indices have risen. This sort of procedure was a 
widespread feature of Finnish business transactions up to 1968. 
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<2wction projects are particularly vulnerable to cost escalation during 
r^iroften long lives. Builders cannot always sell at the tender price and 
Wl ■solvent Despite the 1968 prohibition, the most recent Finnish law on 
Wa * linking shows recognition of the special need for rules about price 
JXistment in this sector. It is now possible to link the selling price of 
fnf ildings 66f per cent to the materials and subcontracts subindex of the 
sLiiidina cost index. 

f Rafore the 1968 prohibition, prices of buildings were commonly fully 
iked to the building cost index. This resulted in very healthy profits for 
Gilders as they gained all the benefit from rising productivity— and those 
fees were rapid. The new arrangement reflects opinion about a more 
Sable distribution of cost increases between buiider and buyer. 
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General conditions for the supply of plant and machinery for export 

SUPPLEMENTARY CLAUSE 

'BICE REVISION 

I Should any change occur in the cost of the relevant materials and/or wages during 
%e period of execution of the contract, the agreed prices shall be subject to revision 



period 

■ 1 nsl 

P1 =• PO (a + b Ml + CSV) 
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final price for invoicing 
initial price of goods, as 
date of ; 

mean (2) of the prices (or price indices) for (type of materials concerned) 

k over the period (3) 

*ifO = prices (or price indices) for the same materials at the date stipulated 
t" above for PO. 

fsi = mean (2) of the wages (included social charges) or relevant indices (4) in 

respect of 

(specify categories of labour and social charges) over the period 

i*. .' ( 3 ) 

ISO = wages (including social charges) or relevant indices (4) in respect of the 
< ', same categories at the date stipulated above for PO. 

?". a, b, c, represent the contractually agreed percentage of the individual 
: elements of the initial price, which add up to 100. 
S (a + b + c = 100) 

'■j = fixed proportion = 

\b = percentage proportion of materials = 

= percentage proportion of wages ~ 

(including social charges) 

Where necessary, b (and if need be, c) can be broken down into as many 

■ partial percentages (b1. b2, b3 ) as there are variables taken into 

^account (b1 + b2 + bn = b). 




DOCUMENTATION 

For the purpose of determining the values of materials and wages, the Pa ^ 
agree to use the following documents as sources of reference: | 

1. Materials: prices (type of material 

(or price indices) 

published by 

under the headings • 

2. Wages: wages (Including related social charges) 

(or relevant indices) 

published by 

under the headings ^ 

Rules for applying the Clause. In the case of partial deliveries which are invoiced 
separately, the final price shall be calculated separately for each such delivery. 
Period of application of the Clause. The revision clause shall cover the delivery period 
fixed in the contract, together with any extension thereof granted under Clause 74 
but shall In no case apply after the date on which manufacture Is completed. 
Tolerances. Prices shall not be revised unless the application of the formula produces 

a plus or minus variation of 77 — " I' 'V/ u * 6 L. 4 J 

Saving Clause if the parties wish the revision formula to be adjusted or replaced by 
a more accurate method of calculation when the plus or minus variation exceeds a 
certain percentage, they shall expressly so agree. 

(1 ) It is recommended that the parties should, as far as possible, adopt as the initial 
price the price prevailing at the date of the contract and not at an earlier date. 
This is normally the contract price less cost of packing, transport and insurance. 

(2) Arithmetical or weighted. 

(3) Specify the datum period, which may be defined as part or the whole of fto 
delivery period. 

(4) If legal social charges are covered by. the Index, they need not be taken into 
account again. 

(5) Indices relating specifically to the engineering and electrical industries should 
be used as far as possible. 

(6) State the percentage plus or minus variation which must be exceeded before 
the formula is applied. 



Source; United Nations Economic Commission for Europe, 1955. - 



It is generally advantageous for both parties to let land or buildings for a 
number of years at a time. Property owners are notorious .for taking un- 
deserved profits, and for this reason rents tiave in many countries been the 
object of statutory control. But rentiers' costs do rise. Indexing is one way 
of avoiding sudden large and possibly unwarranted increases in ; rents. It 
makes possible long-term leases even in the face of unknown future levels 
of inflation. In Finland land leases of fifty years or more have been allowed 
to include index clauses since June 1968, only two months after the baa 
The law on indexing leases arid rents has been further loosened since 
that time. 
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„ Q m hard to know lust how many private landlords used indexation. 
>" - s a lhJrit? e s have always kept their rents at minimum levels. Rents were 
bllc authorities have *away p perrnissi ble maximum when controls 
ften 9 off But some landlords certainl? did use the cost-of-living index to 
Sate their rents. 
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2. Wage control: • accordance with the collective agrev 

TKlf cor ^Isponlg contraS Sowever, taking into consider^ 
Z what has been 0 agSe°d n Vd decreed concerning the abolition of the 

'"^^f 8 !! m «v be raised in the course of 1969 in accordance with the 
(b) ^InS Into ^ by the organisations. If there is failure to agree 
agreement stored Into by tne ^ g |abouf contracts or otner 

^^SmSSTftTnSJwm be referred for decision to the Pric? s 

an ? c TThe Mcesand Wages Council will have a wage section in which 
central organisations are represented. 

Appendix 2 Abolition of Index ^^ n6&r the Econom,c Emer a«q 

* new index accounts by financial institutions has been 

1 Acceptance of new index £™™ uced \ teu The index c , auS es of exist- 

* SC ° n ^nte w?i be applied SS ?0 November 1968. after which they win 
Sa^b?SlW.^»Si3on of index clauses for credite granted by 
Sncia? institutions or insurance companies, pens.on funds and other 

!> en nnanc!rSutions may collect an additional annual interest of 1 per 
r J5 Tth moS a "long as a sum corresponding to the compensations pay. 
abto on Sn^Sc deposSs'has accumulated in the index equalisation accounts 
controlled by the Bank of Finland. . 
3 The application of index clauses in rent contracts is proh.b ted If rente 
3. 1 ne appi'cauuii u 1Q67 because of an increase in the index 

ELZTp^le 0 n°dtbt:U 9 rInts e wi!l be lowered to correspond to the 
relief effected in the loan costs. 

a AnDlication of the index clauses in domestic contract work, delivery and 
tJ^^m dl\™MMto*fi* i s Prohibited. However, the Prices and 
Wages rSunci? mayTatefpermit an increase in these prices if (t » necessary 
to avoid obviously unreasonable pricing. 
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Compounding 

Explained: 



Ac|s by Gooooooqle 



annual compounding 
compound interest 
continuously compound interest 
monthly compounding 
quarterly compounding 
semiannual compounding 
simple interest 
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When money is placed on deposit to earn interest, 
the interest can be paid out periodically as it is 
earned, or it can be left on deposit If interest left 
on deposit does not itself earn interest, the 
deposit is said to earn simple interest. 

Measure time in years. With simple interest, at 
any time t, the value of the deposit is given by the 
product 

ar s t [i] 



USD 100 is left on deposit to earn an r s ■■ 
will be worth 



Where a is the amount of the initial deposit, and 
r s is the simple rate of interest. For example, if 
: .06 rate of simple interest, at the end three years, the deposit 



100 (.06) (3)- 118 [2] 
Formula [1] means that, when a deposit earns simple interest, its value grows linearly with time. 



Simple Interest 

Exhibit 1 




Tirn< 



The value of a deposit earning simple 
interest grows linearly over time. 

In practice, simple interest is rarely used for deposits held more than a year. An alternative is to credit 
interest, not based upon the initial value of the deposit, but based on its accumulated value. This 
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approach is called compound interest. With it, interest is earned on both the initial deposit and on any 
interest that has already been earned but left on deposit — interest is earned on interest. At any time t, the 
value of the deposit is given by 



[3] 



where n is the compounding frequency — the 
number of times per year that interest is credited. 
The constant r n is the interest rate. Typical values 
for n include 

» 1 for annual compounding, 
a 2 for semiannual compounding, 
a 4 for quarterly compounding, and 
0 12 for monthly compounding. 

For example, if USD 100 is left on deposit to 
earn an r 2 = .06 rate of semiannually 
compounded interest, at the end three years, the 
deposit will be worth 
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[4] 



Formula [3] means that, when a deposit earns compound interest, its value grows exponentially with 
time. 



Compound Interest 

Exhibit 2 




Time 



The value of a deposit earning 
compound interest grows exponentially 
over time. 



With compounding, larger values of n correspond 
to interest being credited more and more 
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frequently. The limiting case of this is called 
continuous compounding where interest is 
credited on a continuous basis. The distinction is 
like the difference between getting water from a 
hand pump and getting water from a faucet. With 
the hand pump, the water flow is broken. With 
the faucet, it is continuous. The faucet does not 
necessarily deliver water any faster than the 
pump. It just delivers it continuously. 



With continuous compounding, at any time t, the 
value of a deposit is given by 



ae 



where r Q is the continuously compounded interest rate and e =2.71828182845... 



For example, if USD 100 is left on deposit to earn an r c = .06 rate of continuously compounded interest, 
at the end three years, the deposit will be worth 



Interest is rarely compounded continuously in practice. Continuous compounding is more of a 
theoretical notion. It is used frequently in theoretical finance because it simplifies many calculations. 

Related Internal Links 

S@ib.ond Securitized debt. 

§§§§boMlccrued. interest Interest that is earned but not yet paid on a bond. 
e@Sdura.tion and convexity Risk metrics employed in fixed income markets. 

g@f fixed income term structure Refers collectively to a spot curve, forward curve, discount curve, yield 
curve or any other curve that describes the time value of money at a particulate point in time. 

interest pate parity An arbitrage condition that must hold between the spot interest rates of different 



interest rate spreads Discusses credit spreads, liquidity spreads, optionality spreads, etc. in the fixed 
income markets. 

§@g return Any of a number of metrics for the change in an asset's or portfolio's accumulated value. 

gfggyjeld Any of several metrics of the income or return to be earned from an investment. 

|@f zerorcoupon bond A bond that pays no coupons, pays its par value at maturity and is issued at a 
discount. 
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r 06 ©= 119.72 



[6] 



currencies. 
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